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Selected Financial and Other Data of the Company

The following table sets forth certain summary historical financial information concerning the financial position of
the Company for the period and at the dates indicated. The financial data is derived in part from, and should be
read in conjunction with, the consolidated financial statements and related notes contained elsewhere herein.

At December 31,
2001 2000 1999 1998 1997
(in thousands)

Financial Condition Data:

TOLAl ASSELS .civireiiiiiiee et $855,203 $832,680 $821,171 $767,606 $675,684
Investments Carried At COSt .......ovvivvimtmmmieoeieeee e — — 4,989 9,980 9,973
Investments carried at fair value ...............ccoevveeiviiiniinin, 281,430 213,234 202,382 136,677 15,902
Cash and cash equivalents ............cccoooiiiie e, 32,198 40,509 20,468 21,543 24,523
Total 10ans receivable, NEt ...........covvevveiieceeeieieeeeceiee e, 436,473 527,811 533,259 545,535 579,394
Mortgage-backed securities, at fair value...............coceeeeennne, 55,995 21,523 — — 31,855
D@POSIES «.vvivie ittt ete et eta e e ettt e eeaaee 561,352 536,685 511,931 495,128 495,055
BOITOWINGS ..ot e e ee e 214,250 219,250 238,000 180,000 90,000
StoCKhOIdErs’ EQUILY ......coeriiiiiiiieie et 66,441 61,620 54,518 73,902 72,983

Year Ended December 31,
2001 2000 1999 1998 1997
(in thousands, except per share data)

Selected Operating Data:

INEETESE IHICOIIE ..oveeveeie et ree et et re et e $ 49,737 $52,705 $ 52,090 $ 49,649 $ 49,226
INTEreSt EXPENSE .....vviveiieisiiieiiii s 41,148 40,677 37,061 32,843 32,329
NE INTErESt IICOMIE ..eovviiiiiie ittt 8,589 12,028 15,029 16,806 16,897
Provision for 10an 108SE€S............covvviiiiiiiereiereiiniieeeeeeenenn — — 120 90 45
Net interest income after provision for loan losses.......... 8,589 12,028 14,909 16,716 16,852
Total Other INCOME.........ccvvevieiieieeitie e eer ettt aenens 2,434 858 598 643 829
Total Other €XPENSES.....ccvoivierioireireiiirie e ere et ereeineareaeas 5,170 5,598 6,116 5,643 5,060
Income before provision for inCome taxes ............covceeenreans 5,853 7,288 9,391 11,716 12,621
Provision for iNCOME taAXES .....cccoeevirveericiieresrrieee s einiee e (505) 586 1,349 3,878 5,046
NEE AICOMIE 1o $ 6358 $ 6702 $ 8042 $ 7,838 $ 7,575
Earnings per share
BASIC cvovveveevevci ettt et er et ee ettt $ 1.55 $ 161 $ 168 § 141 S 1.29
DAIUEEM oo eoeveeeeee oo . $ 152 § 157 $ 161 $ 135 $ 123
Dividends declared per common share...........cccceeervcnneenane.. § 048 $ 048 $ 040 $ 040 $ 040
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At or For the Year Ended December 31,
2001 2000 1999 1998 1997

Selected Financial Ratios and Other Data:

BOOK Value PEr SRAE ......c.oiiiiiciciie s $13.89 $12.95 $10.51 $12.11 $11.21
Stockholders’ equity to assets at period end .........cccoceeviveniinieniicniennecnne, 7.77% 7.40% 6.64% 9.63% 10.80%
Return on average assets (net income divided by average total assets) .. 0.75 0.82 0.99 1.09 1.08
Return on average equity (net income divided by average equity) ......... 9.40 12.28 1250 1036 1025
Stockholders’ equity to assets ratio (average stockholders’ equity

divided by average total aSSetS).......ocvocvvvveririiiiaie e 7.95 6.68 7.96 1050 10.55
Dividend payOUL FATO........c.ooiiieioriiiteiteeeeceie s etiene ettt ese e ee s 30.84 29.38 23.04 2848 31.04
Average interest rate spread (I(4) ..o 1.25 1.62 191 1.99 1.90
Net interest Marginn (2)(4) ...oooevveiiriareeciateeeiser et reeraa e eeenaebaenes 1.48 1.94 2.36 2.53 2.45
Other iInCome to average aSSETS .....covviiiiviiiiiiiiir et 0.29 0.10 0.07 0.09 0.11
Other eXpenses tO AVEIAZE ASSES .......ooeivireiiirereereeeaeeetiereesereereeseenena 0.61 0.69 0.76 0.78 0.72
Non-performing assets to total aSSEtS..........ocooiviiieioiiiiiiinceiie e, 0.12 0.07 0.08 0.08 0.09
Non-performing loans to total loans ... 0.24 0.11 0.05 0.09 0.11
Allowance for loan losses to total 10ans............cccoviiiiiiiiiieinicne e 0.21 0.18 0.17 0.15 0.12
Allowance for loan losses to non-performing assets..........cccceeerveereeninnnn. 88x  1.56x  1.40x  1.39x  1.13x%
EEACIENCY TAO (B cvveiiiiiiiieie i ettt s et ne e 35.81 34.27 3150 30.34 28095
Net interest income to other eXpenses (4).........ccoccvevceevierviiiieeiiriceanneans 2.30x 2.76x 3.08x 3.18x 3.34x
Net interest income after provision for loan losses to total other

EXPENSES (D) eiiiiiiiriiiiieie ettt ettt 2.30x  2.76x  3.06x 3.17x 3.33x
Average interest-earning assets to average interest-bearing liabilities ...... 1.05x% 1.06x 1.09x 1.12x 1.12x
Number of:

DEPOSILOr ACCOUIS ........ooviviivieieeeieei s etee ettt e, 55,128 56,581 54,257 53,579 53,628

Full-service customer service facilities ..........ooocvveieiieiriiiiiiiienienininni, 7 7 7 7 7

(1) The interest rate spread represents the difference between the weighted-average yield on interest-earning assets
and the weighted-average cost of interest-bearing liabilities.

(2) The net interest margin represents net interest income as a percentage of average interest-earning assets.

(3) The efficiency ratio represents the ratio of recurring other expenses to recurring other income and net interest
income.

(4) Ratios are based on net interest income determined with tax equivalent rates of return for non-taxable invest-
ment securities.




To Our Shareholders

The year 2001 was a difficult one, due in substantial measure to
the recession and the financial impact of the September 11 attacks.
In these demanding conditions, First Bell Bancorp, the parent corpo-
ration of Bell Federal Savings and Loan Associationt of Bellevue, pro-
duced a mixed record of financial pcfformance. Our performance,
certainly respectable in view of the environment, compared favor-
ably with our regional competitors. Although our results compared
favorably with our peers, our performance was not as positive as
we had hoped in our goal to reward the confidence of our share-
holders.

Net income slipped slightly to $6.4 million from $6.7 million in
the year 2000. Earnings per share were also down, to $1.52 from
$1.57. We did see our total assets grow to more than $855.2 mil-
lion, up from $832.7 in 2000, and our deposits increased to $561.4
million from $536.7 million. We take special pride in our perfor-
mance when measured against the eight community institutions
which form the principal competition in our region. Our return on
average assets was third highest, our efficiency ratio was second,
and our ratio of non-performing assets to total assets was the low-
est, at 0.12%.

Market forces play a decisive role in our industry: interest rates
on mortgages and investment instruments are determined by those
forces, which are of course beyond our control, and by regulatory
decisions we cannot hope to influence. If we were to point tc a
single factor shaping our own financial fortunes last year, it would
without question be the eleven interest rate reductions announced
by the Federal Reserve Board. These cuts meant that refinancings of
real estate loans became extremely popular; loans contracted at
8.5%, for instance, could be refinanced at 6.5%. No less than $71.0
million of our mortgages were paid off much more rapidly than orig-
inally anticipated, with the consequence that our portfolic yield
declined appreciably.

There were two silver linings in that cloud: first, market rates
paid on certificates of deposit dropped, thus reducing our costs,
and second, we were able further to reduce our interest rate risk.
As vou may know, interest rate risk has been a subject of concern,
both with management and with regulators of the savings and loan
industry over the last few years.




FIRST BELL BANCORP, INC. 2001 ANNUAL REPORT

We were able further to improve our interest rate risk position,
and also to reduce our exposure to rapid principal repayment, by
selling $21.2 million of mortgage-backed securities and $20.2 mil-
lion of residential mortgages. We were able to realize a combined
gain of $376,000 on these two sales. At the same time, we pur-
chased $20 million in bank-owned life insurance. This purchase
increased in value by just over $1 million for the year. This increase
in value reduced our firm’s emplovee benefits costs in areas such as
health insurance, eye and dental insurance, life and disability insur-
ance, and retirement benefits provided by the Company’s ESOP,
and 401K plans.

After a lengthy search, we were able to find a highly qualified
candidate as our senior lending officer. Edward O. Donnell, who
joined us early in the first quarter of 2002, has had more than three
decades experience in mortgage and construction lending in the
Pittsburgh region. Since the residential loan market in the metropol-
itan area remains strong and full of potential, we believe that his
appointment will make important contributions to our 2002 bot-
tom line.

Indeed, at this writing the first stirrings of economic recovery are
beginning to create hope in many corners of cur economy. We
believe that once recovery begins and market rates return to a nor-
mal middle ground, we should be able t¢ return to the more
broadly successful results of past years.

Our business is of course a service business, one which is pro-
foundly shaped by market forces—as 2001 sc unmistakably demon-
strated—but in which success against the competition stems in
large part from the quality of our people. Although there are many
complicated financial ratios in our business, the bottom line is a
simple matter: when you hire good people, you get good results,
even in the most challenging conditions. We are proud of our staff;
they are on the line every day, dealing with customer problems,
developing special solutions to meet individual needs, providing
service when customers need effective help. Moreover, they are cit-
izens of this community, always trying to put something valuable
back into it and make it a better place for their families.




This report provides an excellent opportunity to introduce some
of the pecple who make us work as a day-to-day operation, people
who do the jobs that are absolutely essential. These people play an
active role in community life. I wish I could introduce all of them.
Space only permits a few, who tell a bit of their story on the follow-
ing pages. I hope you’ll get to know them.

Sincerely,

Gt 1/ EcfnT 11

Albert H. Eckert, IT

President and Chief Executive Officer
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s e e ] “I've been a teller for fifteen and a half years, and let’'s get the
first question out of the way that everyone always asks when they
find out you're a teller. No, I've never been robbed. Being a teller
keeps me so focused on the work that if somebedy said give me
all your money, I'd say, ‘Sorry, 'm busy, you’ll have to come back
later.’

“I like being busy, though, and I like the constant contact with
people. There are people who can look at big columns of figures

and get very interested, very absorbed. I like human faces, and I get

Bebette Dimbokowitz to see a lot of them. The people behind those faces are pretty nice,
Teller, Bellevue Office ,

for the most part. It’s true, you get some unpleasant customers
once in a while—really, it’s not very often—and I find that when I get one, I just automatically get that

much more polite.

“When you watch the faces, you can learn a lot. Once, a customer was standing in line, waiting to
cash a check, and she was very nervous. Something was obviously wrong—this wasn’t the way she usu-
ally was. I alerted a manager; it turned out, the customer had—shall we say— ‘borrowed’ the check from
an older relative and was going to cash it without her knowledge. We were able to stop it before it
happened. It was a good feeling.”

“I have just joined Bell Federal Savings, so perhaps I'm not the

best person to tell you much about the instituticn. But I was hired
to build the mortgage and constiuction lending business—and that
is something [ know a little about. I've spent thirty-two years work-
ing with builders and land developers in the Pittsburgh region, and
right now [ serve on the board of directors of both the area’s buiid-
ers associations: Builders Association of Metropolitan Pittsburgh and
the North Suburban Builders Association.

“There’s no question in my mind that this local market has ter-

rific potential. Housinng and new construction are strong and I think

they’re going to stay strong. A respected institution like Bell

£d Donmell - Federal, with deep local roots, offering competitive rates in its con-
Senior Lending Officer, struction lending program, should be an extremely effective player.
Bellevue Office The fact that, as of the spring of 2002, the economy seems to be

awakening from the recession is obviously even better news.

“I'm delighted to be here, and looking forward to developing the possibilities of this market.”




Diane Grogan
Accounting, Bellevue office

“I haven’t been at Bell Federal all that long, only a few months,
but [ have lived in Pittsburgh all my life. It's a good place, but like
any big city it has its problems. One of the most troublesome is
homelessness. My church, like many churches in the region, have a
number of programs for trying to help the homeless. I help get
them food, gather clothes for them for all different seaéons, pass
out those clothes—that sort of thing.

“It’s important to mention that I'm just one of many, many peo-
ple doing this kind of volunteer work. There’s nothing heroic about
it—it’s just something we think is right. I mean, when you live in
one place all your life, and you get to know it pretty well, you
can’t help but see that there are people who are less fortunate than

you. I suppose some people just shrug at that, but there are lots who don’t—who simply want to try to
do something. We're not going to change society, we're not even frying to change society. We're just

trying to make some lives better.”




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Querview

First Bell Bancorp, Inc., (the “Company”) is a Delaware
corporation organized by the Board of Directors in 1995
to serve as the holding company of Bell Federal Savings
and Loan Association of Bellevue, (the ‘‘Association’). All
material business of the Company is transacted through
the subsidiary thrift institution. Since 1891, the Associa-
tion has operated a traditional savings and loan institution
serving the greater Pittsburgh, Pennsylvania area with the
mission to achieve superior profitability while maintain-
ing a strong capital and liquidity position. As a commu-
nity oriented savings and loan, the Company’s primary
investment is in one- to four-family residential mortgage
loans and investment securities. The primary sources of
funds are from retail deposit accounts and borrowings.
The Company’s successful longevity has come from con-
servative underwriting, control of overhead expenses and
the ability to adapt to changing economic and environ-
mental conditions.

The Company’s long-term policy of originating loans
secured by one- to four-family, owner-occupied, primary
residences has resulted in the maintenance of high qual-
ity assets. The balance of non-performing loans may fluc-
tuate based on unusual circumstances, which affect our
borrowers. With active management of the loan portfo-
lio, however, the Company, again in 2001, did not have
a loan charge-off. The Company has not had a loan
charge-off since 1994.

Continued prudent management of non-interest
expenses has contributed to the production of consis-
tent returns for the Company’s shareholders. The Com-
pany consistently ranks as one of the most efficient sav-
ings and loan associations in the country. The ratio of
other expenses to average assets was 0.61%, 0.69% and
0.76% for the years ended December 31, 2001, 2000,
and 1999, respectively. Low operating costs are main-
tained by managing and monitoring overhead costs, pri-
marily through controlling the growth in personnel. At
December 31, 2001, the Company’s seven offices and
$855.2 million in assets were operated by a total of fifty-
one full-time equivalent employees, resulting in an aver-
age of $16.7 million in assets per employee.

First Bell has utilized technology to expand its prod-
uct distribution. With the introduction of telephone
banking and internet banking, depositors have the abil-
ity to access their accounts, transfer money between
accounts, or make loan payments from their home or

office 24-hours per day. Optionally, depositors may sign
up for electronic bill paying to further the management
of their finances.

Deposit growth has been the integral source of funds
and the means of growth for the Company. In this
regard, management has emphasized providing an
increased level of service to its customers in its local mar-
ket areas in order to retain and develop deposit relation-
ships with such customers. In 2001 and 2000, First Bell
placed considerable emphasis on core deposit relation-
ships, consisting of money market, NOW, passbook,
club and statement savings accounts. These accounts
tend to be stable and lower cost than other types of
deposits. Certificates of deposit are offered with terms
ranging from three months to ten years and are priced
at competitive rates.

The Company utilizes borrowings from the Federal
Home Loan Bank of Pittsburgh (“FHLB”) to augment its
retail deposits and to manage its interest rate risk posi-
tion, fund the investment portfolio and to help manage
the Company’s equity position. As of December 31,
2001 the Company had borrowings from the FHLB of
$208.0 million and a bank line of credit of $6.3 million.

Private Securities Liligation Reform Act of 1995
Safe Harbor Statement

In addition to historical information, this Annual
Report includes certain forward-looking statements
based on current management expectations. Examples
of this forward looking information can be found in, but
are not limited to, the: President’s ‘“Letter to Sharehold-
ers”’, “Management’s Discussion and Analysis of Finan-
cial Condition and Results of Operations”, “‘Asset Quali-
ty”’, “Interest Rate Sensitivity Analysis”’, and in the
“Notes to Consolidated Financial Statements for the
Years Ended December 31, 2001, 2000, and 1999,
“Note S-Investment Securities Available for Sale’’, ‘‘Note
16-Commitments and Contingencies” and ‘‘Note 17-Fair
Values of Financial Instruments”. The Company’s actual
results could differ materially from those management
expectations. Factors that could cause future results to
vary from current management expectations include,
but are not limited to, general economic conditions, leg-
islative and regulatory changes, monetary and fiscal poli-
cies of the federal government, changes in tax policies,
rates and regulations of federal, state and local tax author-
ities, changes in interest rate, deposit flows, the cost of
funds, demand for loan products, demand for financial
services, competition, changes in the quality or composi-
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tion of the Company’s loan and investment portfolios,
changes in accounting principles, policies or guidelines,
and other economic, competitive, governmental and
technological factors affecting the Company’s opera-

Financial Condition

tions, markets, products, services and prices. Further
description of the risks and uncertainties to the business
are included in detail in Item 1, “Business” of the
Company’s 2001 Annual Report on Form 10-K.

The following table sets forth information concerning the composition of the Company’s assets at December 31,

2001 and 2000. Dollar amounts are in thousands.

ASSETS

Cash and cash equivalents..........c.cccoccrviennnniinieni e
Federal funds sOld ............cccooiiiiiiiiiic e
INVeStMENT SECULILIES ...uooutiiiiiii et eae e,
LOANS, NEL ...
FHLB StOCK ..vovvntiiiiiiioe et e eea e

Total Asseis

Total assets increased by $22.5 million or 2.7% to
$855.2 million at December 31, 2001 from $832.7 mil-
lion at December 31, 2000. The increase in total assets
was the result of increases in investment securities, mort-
gage-backed securities and other assets. Offsetting these
increases were decreases in conventional mortgages,
net, federal funds sold and cash and cash equivalents.
Also in 2001, the Company purchased $20 million in
bank owned life insurance. This insurance was pur-
chased as a means to offset employee benefit costs and
earned $1.0 million in the year ended December 31,
2001.

Conventional Morigage Loans

The Company emphasizes the origination of conven-
tional one- to four-family residential mortgage loans for
its portfolio in its primary market, the greater Pittsburgh
Metropolitan area. The Company originates primarily 15
and 30 vear, fixed-rate and adjustable-rate mortgage
loans. The Company also originates residential construc-
tion loans and home equity installment and line of credit
loans on one- to four-family properties. Conventional
mortgage loans decreased by $91.1 million, or 17.3%, to
$435.7 million at December 31, 2001 from $526.8 mil-

December 31, 2001 December 31, 2000

Percent of Percent of
Amount Total Amount Total

.................... $ 32,198  3.76% $ 40,509  4.86%
.................... 4,150 0.49 6,425 0.77
.................... 337,425 39.46 234,757 28.19
.................... 436,473 51.03 527,811 63.39
.................... 10,400 1.22 11,400 1.37
.................... 21,012 2.46 — —
.................... 2,708 32 1,232 .15
.................... 10,837 1.26 10,546 1.27
.................... $855,203 100.00% $832,680 100.00%

lion at December 31, 2000. The decrease was primarily
the result of the sale of $20.2 million in mortgage loans,
principal repayments of $100.4 million offset by the fund-
ing of conventional mortgage loans of $26.0 million. Con-
ventional mortgage loans are comprised of residential
mortgages, residential construction loans, home equity
installment and line of credit loans and Multi-family
loans. At December 31, 2001, residential mortgage loans
totaled $420.8 million or 95.3% of the total loan portfo-
lio. At December 31, 2001, $398.6 million or 90.3% of
the loan portfolio consisted of fixed-rate mortgage loans
in comparison to $468.6 million or 92.3% as of the prior
vear-end date. The Company emphasizes the origination
of adjustable rate mortgages to reduce the susceptibility
to interest rate risk when market conditions permit. Resi-
dential construction mortgage loans totaled $5.7 million
or 1.3% of total loans and home equity loans totaled
$14.0 million or 3.2% of total loans.

Investment Securities and Otbher Interest?
Earning Investments

In recent years, the Company has placed more empha-
sis on its investment portfolio to support the Company’s
continued growth. The investment portfolio is com-
prised of mortgage-backed securities, Bank Qualified
Municipal Securities, Collateralized Mortgage Obligations
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(“CMGC’s™), Treasury Securities and in 2001, Small Busi-
ness Administration securities, and a FHLB bond. Invest-
ment securities increased by $102.6 million, or 43.7%,
to $337.4 million at December 31, 2001 from $234.8 mil-
lion at December 31, 2000. The increase was the result
of the purchase of $56.0 million of Small Business Admin-
istration securities, $45.0 million of CMQO’s, $66.0 mil-
lion of mortgage-backed securities and $5.0 million of
Trust Preferred securities. This was offset by the sale of
$19.0 million in municipal securities, $21.2 million of
mortgage-backed securities and $5.9 million of CMO’s,
along with principal payments on investment securities
of $23.8 million. The net unrealized loss on securities
available for sale increased from $1.8 million at Decem-
ber 31, 2000 to $2.4 million at December 31, 2001. The
balance invested in FHLB stock decreased $1.0 million
from $11.4 million at December 31, 2000 to $10.4 mil-
lion at December 31, 2001. The investment required by
the FHLB is based on the balance of borrowings from
the FHLB and the balance of the Company’s investment
in mortgages and securities collateralized by mortgages.
Federal funds sold decreased by $2.2 million or 34.4% to
$4.2 million at December 31, 2001 from $6.4 million at
December 31, 2000. This decrease was the result of the
funds being invested in interest bearing accounts at the
FHLB at rates equivalent to the Federal funds rate.

Asset Quality

In 2001, the Company’s assets continued to be com-
prised of quality investments. For the seventh consecu-
tive year the Company has not experienced a loan
charge-off. Prudent underwriting, conservative lending
policies and active management of the mortgage loan
portfolio have enabled the Company to minimize losses
inherent in the operation of a savings and loan. At Decem-
ber 31, 2001, total non-performing assets totaled $1.1 mil-
lion or 0.12% of total assets. The non-performing assets
consisted of 23 first mortgage loans. The Company has
established a reserve for possible loan losses of
$925,000, which is equal to 87.6% of non-performing
assets as of December 31, 2001.

While every effort is made to originate quality assets,
management cannot guarantee that problem loans will
not occur. The allowance is based on management’s
assessment of prospective national and local economic
conditions, the regulatory environment and inherent
risks in the portfolio, not to specific problem loans exist-
ing in the portfolio. Management believes that the cur-
rent level of reserves is adequate. However, the balance
of reserves necessary can be greatly influenced by regula-

tory changes and economic conditions. Therefore, the
level of future reserves and the related effect on net
income cannot be assured.

Liquidity and Capital Resources

The Company is required to maintain liquid assets at a
level, which would be consistent with the safe and
sound operation of the Association. Management of the
Association believes that it has met or exceeded these
requirements during the current and prior fiscal years.

The primary source of cash flow for the Company is
dividend payments from the Association, sales and matu-
rities of investment securities and, to a lesser extent,
earnings on deposits held by the Company. Dividend pay-
ments by the Association have primarily been used to
fund stock repurchase programs. The ability of the Asso-
ciation to pay dividends and other capital distributions
to the Company is generally limited by the Office of
Thrift Supervision(‘‘OTS”). Additionally, the OTS may
prohibit the payment of dividends which are otherwise
permissible by regulation for safety and soundness rea-
sons. As of December 31, 2001, the Association had
approximately $24.7 million of dividends it could pay to
the Company without regulatory approval and the Com-
pany (unconsolidated) had $250,000 in cash or cash
equivalents. Any dividend by the Association beyond its
current year net income combined with retained net
income of the preceding two years would require notifi-
cation to or approval of the OTS. To the extent the Asso-
ciation was to apply for a dividend distribution to the
Company in excess of the regulatory permitted dividend
amounts, no assurances can be made that such applica-
tion would be approved by the regulatory authorities.

The Association’s sources of funds are deposits,
borrowings and principal and interest payments on
loans and investment securities. While maturities and
scheduled amortization of loans are predictable sources
of funds, deposit flows and mortgage prepayments are
strongly influenced by changes in general interest rates,
economic conditions and competition.

At December 31, 2001, loan commitments were $13.0
million. The Association anticipates that it will have suffi-
cient funds available to meet its current loan origination
commitments. Certificates of deposit, which are sched-
uled to mature in one year or less from December 31,
2001, totaled $303.7 million. Management believes that
a significant portion of such deposits will remain with
the Association. As a member of the FHLB, the Associa-
tion has the ability to borrow from the FHLB, if
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necessary. As of December 31, 2001, the Association
had $208.0 million in outstanding borrowings from the
FHLB. The most recent FHLB report had the Associa-
tion’s additional borrowing capacity from the FHLB at
$262.0 million.

Impact of Inflation and Changing Prices

The Financial Statements and Notes thereto presented
herein have been prepared in accordance with account-
ing principles generally accepted in the United States of
America, which require the measurement of financial
position and operating results in terms of historical dol-
lars without considering the changes in the relative pur-
chasing power of money over time due to inflation. The
impact of inflation is reflected in the increased cost of
the Company’s operations. Unlike industrial companies,
nearly all of the assets and liabilities of the Company are
monetary in nature. As a result, interest rates have a
greater impact on the Company’s performance than do
the effects of general levels of inflation. Interest rates do
not necessarily move in the same direction or to the
same extent as the price of goods and services.

Interest Rate Sensitivity / Net Porifolio Value
Analysis

The matching of assets and liabilities may be analyzed
by examining the extent to which such assets and liabili-
ties are interest rate sensitive. The Company’s interest
rate sensitivity is monitored by management through
selected interest rate risk measures produced internally
and by the OTS. The Company’s interest rate risk is mea-
sured by modeling the change in net portfolio value
(““NPV’") and net interest income over a variety of inter-
est rate scenarios and, to a lesser extent, through GAP
analysis.

The OTS calculates interest rate risk through model-
ing. All calculations have limitations because of inherent

Net Portfolio Value
(in thousands)

Change in Interest Rates
(in basis points)

+200 42,488
+100 62,755

— 81,096
-100 83,419

assumptions which must be made with respect to mar-
ket values, discount rates, prepayments, the interest rate
sensitivity of the assets and liabilities to changes in base
interest rates, the value of options imbedded in the asset
or liability, the likelihood that the option will be exer-
cised and the extent to which customers elect to make
prepayments on loans or deposits or withdrawals from
savings accounts. Management bases their assumptions
on historical data accumulated over a variety of interest
rate scenarios.

As of December 31, 2001, the Association’s NPV, as
measured by the OTS, was $81.1 million or 9.14% of the
market value of assets. Following a 200 basis point
increase in interest rates, the Association’s ‘‘post-shock”
NPV, which provides a larger decline than a 200 basis
point decrease, was $42.5 million, or 5.10% of the mar-
ket value of assets. The change in the NPV ratio or the
Association’s Sensitivity Measure was -404 basis points.
Under OTS capital requirements which have not been
fully implemented, the decline in the NPV ratio at
December 31, 2001 would reflect an above average inter-
est rate risk. If the regulations were implemented as pro-
posed, the Association would be subject to a deduction
from total capital for purposes of determining compli-
ance with regulatory capital requirements, but would
still comply with the fully phased in capital require-
ments. Management reviews the quarterly OTS measure-
ments and compares them to evaluations produced
through internally generated simulation models. These
measures are used in conjunction with NPV measures to
identify excessive interest rate risk.

The following analysis sets forth the Association’s
NPV as of December 31, 2001, as calculated by the
Office of Thrift Supervision, which are consistent with
internal calculations, for instantaneous and sustained
changes in interest rates relative to the NPV in an
unchanging interest rate environment. Due to the cur-
rent interest rate environment, a change in interest rates
of -200 basis points would not be meaningful.

Net Change Projected Percentage
(in thousands) Change to Base
(38,608) -48%
(18,341) -23%
2,323 +3%
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Interest Rate Sensitivity / GAP Analysis

Another method to calculate interest rate sensitivity is
through “GAP” analysis. In a GAP analysis, assets and lia-
bilities are analyzed by examining the extent to which
such assets and liabilities are “‘interest rate sensitive”
and by monitoring an institution’s interest rate sensitiv-
ity “GAP.” In a rising interest rate environment, an insti-
tution with a positive gap would be in a better position
to invest in higher yielding assets, which would result in
the yield on its assets increasing at a pace closer to the
cost of its interest-bearing liabilities, than would be the
case if it has a negative gap. During a period of falling
interest rates, an institution with a positive gap would
tend to have its assets repricing at a faster rate than one
with a negative gap, which would tend to restrain the
growth or decrease net interest income.

The following table sets forth the amount of interest-
earning assets and interest-bearing liabilities outstanding
at December 31, 2001, which are anticipated to re-price
or mature in each of the future time periods shown. The
amounts of assets and liabilities shown which re-price or
mature during a particular period were determined in
accordance with the earlier of term to (i) repricing or
(ii) the contractual terms of the asset or liability adjusted
for prepayment rates. The prepayment rates for fixed-

rate mortgage loans on one- to four-family residences are
assumed to prepay at a rate of 9% per year and are net
of deferred loan origination fees and the allowance for
loan losses. Decay rates of 14% for passbook accounts,
17% for NOW accounts and 31% for money market
deposit accounts are assumed. In addition, it is assumed
that fixed maturity deposits are not withdrawn prior to
maturity. Although management believes the assump-
tions are reasonable, they should not be regarded as nec-
essarily indicative of the actual decay rates that may be
experienced in the future. While a conventional gap
measure may be useful, it is limited in its ability to pre-
dict trends in future earnings. A gap presentation makes
no presumptions about changes in prepayment tenden-
cies, deposit or loan maturity preferences or repricing
time lags that may occur in response to a change in the

interest rate environment.

Certain shortcomings are inherent in this method of
analysis. For example, although certain assets and liabili-
ties may have similar maturities or periods to repricing,
they may react in different degrees to changes in market
interest rates. Also, the interest rates on certain types of
assets and liabilities may fluctuate in advance of changes
in market interest rates, while interest rates on other
types may lag behind changes in market rates.
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At December 31, 2001

More More
Than More Than
Three More Than Than One Three More
Three Months Six Months Year to  Years to Than Five More
Months to Six to Twelve Three Five Years to  Than Ten
or Less Months Months Years Years Ten Years Years Total

{(Dollars in thousands)
INTEREST EARNING ASSETS:
Real Estate Loans: ,
ARM Loans.......................... $ 1,086 $ 1,379 § 2546 $ 13,637 $ 16806 $ 1,170 $ 1,407 $ 38,031

Fixed Rates Loans.................. 6,784 6,704 13,459 47,360 41,644 150,970 113,339 380,260

Residential Construction
Loans ......ccooevvveiviiiiiininnennn. —_ — — — — — 3,148 3,148
Multi-Family .........co..ooooon. — — 2 54 — 185 — 241
Second Mortgage Loans ......... 2,263 40 54 3,187 6,202 2,269 — 14,015
Consumer Loans............ccooeeene. 778 — — — — — — 778
. Mortgage-backed securities....... 55,995 — — — — — — 55,995
— Investment securities ................ 85,668 6,326 5,775 164,253 7,577 32,039 12,738 314,376
] FHLB Stock .......oovvviicinn — —_ — — — -— 10,400 10,400
Total Interest Earning Assets........ 152,574 14,449 21,836 228491 72,229 186,633 141,032 817,244

INTEREST BEARING LIABILITIES:
Passbook, Club and Other .
ACCOUNTS....oovviieieeeesiiiiieenen, 2,986 2,986 5,972 19,106 14,131 21,255 18,881 85,317

Money Market and NOW :
ACCOUNTS...ovvvviieieeieeiiiieeneee, 3,721 3,721 7,443 20,227 12,259 14,297 7,957 69,625
Certificate Accounts.................. 135,490 57,030 111,163 75,679 18,161 8,886 — 406,409
BOITOWINGS ..vvevveeeivvveeieivreee e, 6,250 — — — — 208,000 — 214,250
Advances by Borrowers for
Taxes and Insurance .............. 9,471 — — — —_ — — 9,471
Total Interest Bearing Liabilities .. 157,918 63,737 124,578 115,012 44,551 252,438 26,838 785,072
Interest Sensitivity Gap ................ $ (5,344) $(49,288) $(102,742) $113,479 $ 27,678 $(65,805) $114,194 $ 32,172

Cumulative Interest Sensitivity
GAD v $ (5,344 $(54,632) $(157,374) $ (43,895) $(16,217) $(82,022) $ 32,172 $ 32,172

Cumulative Interest Sensitivity

Gap as a Percentage of Total )

ASSELS ..o, T (0.62%)  (6.39%) (18.40%) (5.13%) (1.90%) (9.59%) 3.76%  3.76%
Cumulative Net Interest Earning

Assets as a Percentage of

Cumulative Interest Bearing

Liabilities...........ccccoeeiniiiinnin 96.62%  75.35% 54.55% 90.48% 96.79% 89.18% 104.10% 104.10%
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Average Balances, Interest and Average Yields

The following table sets forth certain information relating to the Company’s balance sheet at December 31, 2001,
and average balance sheets and statements of income for the years ended December 31, 2001, 2060 and 1999, and
reflect the tax equivalent average yield on assets and average cost of liabilities for the periods indicated. Such yields
and costs are derived by dividing income or expense by the average monthly balance of assets or liabilities, respec-
tively, for the years presented. Average balances are based on average daily balances. The yields and costs include
fees, which are considered adjustments to yields. Interest income for 2001 and 2000 shown in the chart below is the
tax equivalent interest income. Tax equivalent interest income is being used because interest on investment securi-
ties includes tax-exempt securities. Tax-exempt securities carry pre-tax yields lower than comparable taxable assets.
Therefore, it is more meaningful to analyze interest income on a tax-equivalent basis. Tax equivalent adjustments of
$3.3 million, $3.4 million and $3.8 million were made to interest income on investment securities in 2001, 2000 and
1999, respectively.

At December 31, 2001 Year Ended December 31, 2001

Average Average
Balance Yield/Cost Balance Interest  Yield/Cost

(Dollars in thousands)

Interest-earning Assets:

Investment securities (1) .........c.ooiiiiivieiiei e §320,626 5.76% $285,546 $16,636 5.83%
Conventional 10anS (2)........ccv e ieeeeeeee e 435,695 7.07 480,494 34,186 7.11
Other loans 778 5.88 929 64 6.89
Mortgage-backed SECUTIES ............oeoiiviiriiriiiieiiiee 55,995 4.72 39,123 1,956 5.00
Federal funds sold.............cocoioiiiimi e, 4,150 1.69 7,141 307 4.30
Total interest-earning assets ..........c.occoocveeveeveeeeninnnn 817,244 6.37 813,233 53,149 6.54
Non-interest €arning assetsS...........cooveeevereeveeeeuneeenns.. 37,959 38,096
TOTAL ASSETS ..o, $855,203 $851,329
Interest-bearing Liabilities:
Passbook, club and other accounts(S) .....ccccovevveerevinrern § 94,789 1.95 $ 73,756 $ 2,437 3.30%
Money market and NOW acCounts ...........coccecevceveennennn.. 69,625 1.95 76,970 1,601 2.08
Certificate ACCOUNTS .......eorireiieeeeee e 406,409 5.10 410,250 24,475 5.97
BOITOWIIES ..ot 214,250 5.67 216,552 12,635 5.83
Total interest-bearing liabilities ................................ 785,073 4.60 777,528 41,148 5.29
Non-interest-bearing liabilities........................c...c.... ' 3,689 6,143
TOTAL LIABILITIES .........oooiiiiiiiieciecie e 788,762 783,671
StoCKhOIdErs’ EqQUILY......ccvccovveierieiieieier e 66,441 67,658
Total liabilities and stockholders’ equity......................... $855,203 $851,329
Net tax equivalent interest income/net interest rate
SPIEAA(B) oo $12,001 1.25%
Net tax equivalent yvield on average interest-earning
ASSEES(A) Lottt 1.77% 1.48%
Ratio of average interest-carning assets to average interest-
bearing Habilities...........coooiiiiiiiii e 1.04% 1.05

(1) Includes interest-bearing deposits in other financial institutions and FHLB stock.

(2) Includes non-accrual loans, deferred net loan origination fees, undisbursed portion of loans in process, and allowance for loan losses.

(3) Net interest rate spread represents the difference between the average yield on interest-earning assets, and the average cost of interest-bear-
ing liabilities.

(4) Net interest margin represents net interest income as a percentage of average interest-earning assets.

(5) Includes advances by borrowers for taxes and insurance. ’
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December 31, 2000 December 31, 1999

Average Average Average Average
Balance Interest  Yield/Cost Balance Interest  Yield/Cost

(Dollars in thousands)

Interest-earning Assets:

Investment securities (1) ......c.ccccoevvviiiiinnennnnn, $238,737 $15,932 6.6'7% $241,728 $15,765 6.52%
Conventional 10ans (2).......ccccccccvvvvieiiinenennnnn. 533,002 38,376 7.20 535,222 38,974 7.28
Other loans. ........cocooooiviiie e 980 69 7.04 937 66 7.04
Mortgage-backed securities............c...cceeeneennnn. 13,567 977 7.20 — — —
Federal funds sold. .............ccoooeviieiiiiciiien 13,200 800 6.06 18,518 1,073 5.79
Total interest-earning assets ..................... 799,486 56,154 7.02 796,405 55,878 7.02
Non-interest earning assets....................... 17,201 12,190
TOTAL ASSETS ......coven.. SO $816,687 $808,595
Interest-bearing Liabilities:
Passbook, club and other accounts(5). ........... $ 59,000 $ 2,737 4.64% $ 85,151 $ 3,021 3.55%
Money market and NOW accounts.................. 83,044 1,637 1.97 53,508 1,404 2.62
Certificate ACCOUNLS. ....oovveeiririeeereereerireesienann 389,054 23,256 5.98 356,439 19,751 5.54
BOrrowings ......coocoviiiiiiiiine e 221,960 13,047 5.88 230,335 12,886 5.59
Total interest-bearing liabilities ................ 753,058 40,677 5.40 725,433 37,062 5.11
Non-interest-bearing liabilities.................. 9,071 18,836
TOTAL LIABILITIES ..ccoooiiieenee 762,129 744,269
Stockholders’ eqUity...........ccc.ooeveeieiieeiraciannnens 54,558 64,326
Total liabilities and stockholders’ equity ......... $816,687 $808,595
Net interest income/net interest rate spread(3) ..... $15,477 1.62% $18,816 1.91%
Net yield on average interest-earning assets........... 1.94% 2.36%

Ratio of average interest-earning
assets to average interest-bearing liabilities......... 1.05 1.10
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Rate/Volume Analysis

The following table presents the extent to which changes in interest rates and changes in the volume of interest-
earning assets and interest-bearing liabilities have affected the Company’s interest income and interest expense dur-
ing the years indicated. Information is provided in each category with respect to (i) changes attributable to changes
in volume (changes in volume multiplied by prior rate), (ii) changes attributable to changes in rate (changes in rate
multiplied by current volume) and (iii) the changes attributable to the combined impact of volume and rate. The
change in interest due to both rate and volume in the rate/volume analysis table have been allocated to changes
due to rate and volume in proportion to the absolute amounts of the changes in each. The average rates for invest-
ment securities used to calculate the variances in the following table, for 2001, 2000 and 1999, are tax equivalent
rates.

Year Ended December 31, Year Ended December 31,
2001 vs. 2000 2000 vs. 1999
Increase (Decrease) in Increase (Decrease) in
Net Interest Income Due to Net Interest Income Due to
Total Total
Increase Increase
Yolume Rate (Decrease) Volume Rate {(Decrease)

(In thousands)
Interest-earning assets:

INVEStMENt SECUTIES .vvvveiiiviieieeeeie e, $ 3,124 $(2,420) $ 704 $ (195 $ 362 $ 167
Conventional 10808 ..........oooeveveieeeiieeee e (3,781) (409) (4,190) 162 (436) (598)
Other I0NS ....coovvveveieeeeeeeee et 4 ) ) 3 — 3
Mortgage-backed securiti€s.............ocoocevrrnienrinnennn. 1,840 (861) 979 977 — 977
Federal funds sold........cccccoovoviiiiiiviiiieie e 367> (126) (493) (308 35 (273)
Total interest-earning assets ..........cocevveuren... 812 (3,817) (3,005) 315 6] 276
Interest-bearing liabilities:
Passbook, club and other accounts....................... 685 (985) (300) (928) 644 (2849
Money Market and NOW accounts ....................... (120) 84 (36) 774 (541) 233
Certificate aCCOUNTS ..........vvvriveiiieieeeeeeeeeeneenenenenaans 1,267 (48) 1,219 1,807 1,698 3,505
BOTTOWINZS . ....oovviiieeiiiccis et eee et eresreenn s (318) 94) (412)  (468) 629 161
Total interest-bearing liabilities..................... 1,514 (1,043) 471 1,185 2,430 3,615
Net change in net interest iNCoOMmMe .............c..c.oooeevrnnn.n. $ (702) $(2,774) $(3,476) $ (870) $(2,469) $(3,339)
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Sources of Funding

Deposit growth and borrowings have been the inte-
gral source of funds and the means of growth for the
Company. In this regard, management has emphasized
providing an increased level of service to its customers
in its local market areas in order to retain and develop
deposit relationships with such customers. In 2001 and
2000, First Bell placed considerable emphasis on core
deposit relationships, consisting of money market,
NOW, passbook, club and statement savings accounts.

These accounts tend to be stable and lower cost than
other types of deposits. Certificates of deposit are
offered with terms ranging from three months to ten
years and are priced at competitive rates.

As of December 31, 2001, the Company had outstand-
ing borrowings from the FHLB in the amount of $208.0
million and a bank line of credit balance outstanding of
$6.3 million. These borrowings were used to fund the
investment portfolio and to help manage the Company’s
equity and the interest rate risk position.

The following table sets forth information concerning the Company’s liabilities and stockholders’ equity at Decem-

ber 31, 2001 and 2000. Dollar amounts are in thousands.

LIABILITIES AND STOCKHOLDERS’ EQUITY

DIEPOSIES. ...ttt
BOTTOWINES ..oivvt ittt eeee vt s e e e e e e e aeeenes
Other Habiliti€s. ........coovvviiiiireer e e
Stockholders’ equity.........occcivviiiiiiiiiii

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY .........

Liabilities

Total liabilities increased to $788.8 million at Decem-
ber 31, 2001 from $771.1 million at December 31, 2000.
The $17.7 million or 2.3% increase was the result of
increases in deposits, offset by decreases in borrowings.
Borrowings decreased by $5.0 million or 2.3% to $214.3
million at December 31, 2001 from $219.3 million at
December 31, 2000. Total deposits increased by $24.7
million or 4.6% to $561.4 million at December 31, 2001
from $536.7 million at December 31, 2000. The increase
was the result of a net increase in core savings accounts
of $23.7 million or 18.1% and certificate accounts
increasing by $940,000.

December 31, 2001 December 31, 2000

Percent of Percent of
Amouint Total Amournt Total

.................... $561,352 65.64% $536,685 64.45%
................... 214,250 25.05 219,250 26.33
.................... 13,16@ 1.54 15,125 1.82
.................... 66,441 7.77 61,620 7.40

.................... $855,203 100.00% $832,680 100.00%

Capiial

Total stockholders’ equity increased by $4.8 million or
7.8% to $66.4 million at December 31, 2001, from $61.6
million at December 31, 2000. The primarily factors con-
tributing to the increase in total stockholders’ equity
were net income of $6.4 million. This increase was off-
set by dividends paid of $2.0 million.
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December 31, 2001 Operating Results

The following table presents selected components of net income for the years ended December 31, 2001, 2000

and 1999. Dollar amounts are in thousands.

Tax Equivalent Interest iNCOME ...........cccceeieiiiiiiiineireeiennnns
INtErest EXPENSE ....oooooiiiiiiiiiiiii

Net iNTEreSt INCOMIE .. ..viivririiiiiiretineeteieererr e eteirerarirerraanaees
Provision for 10am 1o8S .....ccoovviriiiiiiiiiin e
Other INCOMIE .. oovvviiiii et
Other EXPEOISES....oeieiiiiiiiiciiiie ittt e e
INCOME TAXES .oviiiiiiiiii e e r et eere e reaaesaanie s

INEt INCOMIE .....eiii e

Net income for the year ended December 31, 2001
decreased by $344,000 or 5.1% to $6.4 million from
$6.7 million for the year ended December 31, 2000. The
decrease was primarily the result of a decrease in net
interest income offset by an increase in other income
and a decrease in income taxes.

Interest Income

Interest income discussed in this section is tax equiva-
lent interest income. Tax equivalent interest income is
being used because interest on investment securities
includes tax-exempt securities. Tax-exempt securities
carry pre-tax yields lower than comparable taxable
assets. Therefore, it is more meaningful to analyze inter-
est income on a tax-equivalent basis. Tax equivalent
adjustments of $3.3 million, $3.4 million and $3.8 mil-
lion were made for the years ended December 31, 2001,
2000 and 1999, respectively. Interest income decreased
by $3.0 million or 5.4% to $53.1 million for the year
ended December 31, 2001 from $56.2 million for the
year ended December 31, 2000. The decrease was pri-
marily due to a decrease in interest earned on conven-
tional mortgages offset by an increase in interest earned
on investment securities and mortgage-backed securities.
Interest on investment securities and mortgage-backed
securities increased by $572,000 and $979,000, respec-
tively, for the year ended December 31, 2001 in compar-
ison to the year-ended December 31, 2000. The increase
was the result of the average balance of the investment
portfolio increasing from $238.7 million to $285.5 mil-
lion and the average balance of the mortgage-backed
portfolio increasing from $13.6 million to $39.1 million.
Interest on conventional mortgage loans decreased by

For the Years Ended December 31,

2001 2000 1999
................................. $53,149 $56,154 $55,878
................................. 41,148 40,677 37,061
................................. 12,001 15,477 18,817
................................. —_ — 120
................................. 2,434 858 598
................................. 5,170 5,598 6,116
................................. 2,907 4,035 5,137
................................. $ 6,358 $ 6,702 $ 8,042

$4.2 million or 11.0% to $34.2 million for the year
ended December 31, 2001 from $38.4 million for the
year ended December 31, 2000. The decrease was the
result of the average balance for conventional mortgage
loans decreasing by $52.5 million to $480.5 million for
the year ended December 31, 2001 from $533.0 million
for the comparable 2000 period. Also contributing to
the decrease was a nine basis points decline in the aver-
age rate earned on conventional mortgage loans. The
average rate earned on conventional mortgage loans for
2001 was 7.11% compared to 7.20% for 2000.

Interest Expense

Interest expense increased to $41.1 million for the
year ended December 31, 2001 from $40.7 million for
the year ended December 31, 2000. The $471,000 or
1.2% increase was the result of an increase in the aver-
age balance of interest-bearing liabilities to $768.8 mil-
lion for the year-end December 31, 2001 from $753.1
million for the comparable 2000 period offset by a
decrease in the average cost of interest bearing deposits
from 5.40% to 5.35% for the two comparable periods,
respectively. This increase in average balances, and the
timing of repricing fixed maturity deposits offset or
delayed any decreases in interest expense, which would
have been realized as a result of the reduction in inter-
est rates by the Federal Reserve Board during the year.
The average balance on borrowings decreased to $216.6
million for the year ended December 31, 2001 from
$222.0 million for the year ended December 31, 2000. A
decrease in interest expense on money market and Now
deposits of $300,000 and a decrease in interest expense
for passbook, club and other accounts of $36,000
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contributed to the decrease in interest on interest bear-
ing liabilities.

Net Interest Income

Tax equivalent net interest income decreased by $3.5
million or 22.5% to $12.0 million for the year ended
December 31, 2001 from $15.5 million for the year
ended December 31, 2000. The decrease was the result
of interest income decreasing by $3.0 million and an
increase in interest expense of $471,000.

Provision for Loan Loss

No additional provision for loan loss was recorded dur-
ing the year ended December 31, 2001. In determining
the provision for loan losses, management assesses the
risk inherent in its loan portfolio including, but not lim-
ited to, an evaluation of the concentration of loans
secured by properties located in the Pittsburgh area, the
trends in national and local economies, trends in the real
estate market and in the Company’s loan portfolio and
the level of non-performing loans and assets. The
Company’s history of loan losses has been minimal,
which management believes is a reflection of the
Company’s underwriting standards. There were no
charge-offs for the years ended December 31, 2001 and
2000. Management believes the current level of loan loss
reserve is adequate to cover losses inherent in the portfo-
lio as of such date. However, there can be no assurance
that the Company will not sustain losses in future peri-
ods.

Other Income

Other income increased by $1.6 million or 183.7% to
$2.4 million for the year ended December 31, 2001
from $858,000 for the year ended December 31, 2000.
The increase was the result of gains on sales of
investment securities increasing to $329,000 for the year
ended December 31, 2001 compared to $138,000 for
the year ended December 31, 2000. In addition, service
fees and charges increased $425,000, and an increase in
the cash-surrender value of bank-owned life insurance
of $1.0 million was realized for the year ended
December 31, 2001. The association did not own any
bank-owned life insurance in 2000.

Othber Expenses

Other expenses decreased by $428,000 or 7.7% to
$5.2 million for the year ended December 31, 2001
from $5.6 million for the year ended December 31,

2000. The decrease was primarily the result of a
decrease in compensation and payroll taxes, fringe bene-
fits and federal insurance premiums offset by increases
in computer, office occupancy and miscellaneous
expenses. During fiscal year 2001, compensation, pay-
roll taxes and fringe benefits decreased $147,000 or
5.3% while computer services, office occupancy and mis-
cellaneous expenses increased by $277,000 or 10.2%.

Income Taxes

Income taxes decreased to a benefit of $505,000 from
and expense of $586,000 as a larger percentage of the
Company’s income was derived from tax-exempt earn-
ing assets in the year ended December 31, 2001 in com-
parison to the year ended December 31, 2000. The
annualized effective tax rate was (8.6%) for 2001 com-
pared to 8.0% for 2000.

December 31, 2000 Operating Results

Net income for the year ended December 31, 2000
decreased by $1.3 million or 16.7% to $6.7 million from
$8.0 million for the year ended December 31, 1999. The
decrease was primarily the result of a decrease in net
interest income offset by a decrease in other expenses
and income taxes.

Interest Income

Interest income discussed in this section is tax equiva-
lent income. Tax equivalent interest income is being
used because interest on investment securities includes
tax-exempt securities. Tax-exempt securities carry pre-
tax vields lower than comparable taxable assets. There-
fore, it is more meaningful to analyze interest income on
a tax-equivalent basis. Tax equivalent adjustments of
$3.4 million, $3.8 million and $1.1 million were made
for the years ended December 31, 2000, 1999 and 1998,
respectively. Interest income increased by $276,000 or
0.5% to $56.2 million for the year ended December 31,
2000 from $55.9 million for the year ended December
31, 1999. The increase was primarily due to an increase
in interest earned on investment securities and mort-
gage-backed securities offset by a decrease in interest
earned on conventional mortgage loans. Interest on
investment securities and mortgage-backed securities
increased by $167,000 and $977,000, respectively for
the year ended December 31, 2000 and 1999. The
increase was the result of the average rate earned on the
investment portfolio increasing to 6.67% for the year
ended December 31, 2000 from 6.52% for the year
ended December 31, 1999. There were no mortgage-
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backed securities held in the Association’s portfolio as
of December 31, 1999. Interest on conventional mort-
gage loans decreased by $598,000 or 1.5% to $38.4 mil-
lion for the year ended December 31, 2000 from $39.0
million for the year ended December 31, 1999. The
decrease was the result of the average balance for con-
ventional mortgage loans decreasing by $2.2 million to
$533.0 million for the year ended December 31, 2000
from $535.2 million for the comparable 1999 period.
Also contributing to the decrease was an eight basis
points decline in the average rate earned on conven-
tional mortgage loans. The average rate earned on con-
ventional mortgage loans for 2000 was 7.20% compared
10 7.28% for 1999.

Interest Expense

Interest expense increased to $40.7 million for the
year ended December 31, 2000 from $37.1 million for
the year ended December 31, 1999. The $3.6 million or
9.8% increase was the result of a rising interest rate envi-
ronment. Over an eighteen-month period, beginning in
June 1999 the Federal Reserve Bank increased interest
rates 175 basis points or 1.75%. As a result, in fiscal year
2000, the average rate for certificates of deposit and on
the Company’s borrowings increased from 5.54% to
5.98% and from 5.59% to 5.88%, respectively. Also, aver-
age balance of certificates of deposit increased $32.6 mil-
lion or 9.15% from $356.4 million to $389.1 million. The
average balance on borrowings decreased to $222.0 mil-
lion for the year ended December 31, 2000 from $230.3
million for the year ended December 31, 1999. An
increase in interest expense on money market and NOW
deposits of $233,000 was offset by a corresponding
decrease in interest expense for passbook, club and
other accounts of $284,000.

Net Interest Income

Tax equivalent net interest income decreased by $3.3
million or 17.7% to $15.5 million for the year ended
December 31, 2000 from $18.8 million for the year
ended December 31, 1999. The increase was the result
of interest income rising by $276,000 offset by an
increase in interest expense of $3.6 million.

Provision for Loan Loss

No additional provision for loan loss was recorded dur-
ing the year ended December 31, 2000. In determining
the provision for loan losses, management assesses the
risk inherent in its loan portfolio including, but not lim-

ited to, an evaluation of the concentration of loans
secured by properties located in the Pittsburgh area, the
trends in national and local economiges, trends in the
real estate market and in the Company’s loan portfolio
and the level of non-performing loans and assets. The
Company’s history of loan losses has been minimal,
which management believes is a reflection of the
Company’s underwriting standards. There were no
charge-offs for the years ended December 31, 2000 and
1999. Management believes the current level of loan loss
reserve is adequate to cover losses inherent in the port-
folio as of such date. However, there can be no assur-
ance that the Company will not sustain losses in future
periods.

Other Income

Other income increased by $260,000 or 43.5% to
$858,000 for the year ended December 31, 2000 from
$598,000 for the year ended December 31, 1999. The
increase was the result of gains on sales of investment
securities increasing to $138,000 for the year ended
December 31, 2000 compared to $45,000 for the year
ended December 31, 1999. In addition, service fees and
charges and miscellaneous income increased $81,000
and $86,000, respectively.

Otber Expenses

Other expenses decreased by $518,000 or 8.5% to
$5.6 million for the year ended December 31, 2000
from $6.1 million for the year ended December 31,
1999. The decrease was primarily the result of a
decrease in compensation, payroll taxes and fringe bene-
fits, federal insurance premiums and office occupancy
expense offset by increases in computer services and
miscellaneous expenses. During fiscal year 2000, com-
pensation, payroll taxes and fringe benefits decreased
$416,000 or 13.0% due to reduced staffing and reduc-
tions in benefit costs linked to the company’s stock
price. Federal insurance premiums decreased $192,000
or 64.0% and office occupancy expense decreased
$50,000, while computer services and miscellaneous
expenses increased $137,000.
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Income Taxes

Income taxes decreased to $586,000 from $1.3 mil-
lion as a larger percentage of the Company’s income
was derived from the tax-exempt securities in the year
ended December 31, 2000 in comparison to the year
ended December 31, 1999. Tax equivalent adjustments
of $3.4 million and $3.8 million were made for the years
ended December 31, 2000 and 1999, respectively. The
annualized effective tax rate after the tax equivalent
increase was 37.6% for 2000 compared to 39% for 1999.

New Accounting Pronouncements

For a discussion of new accounting pronouncements
and their effect on the Company, see Note 2 of the Con-

solidated Financial Statements.
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Management’s Report on Internal Control
and Compliance with Laws and Regulations

February 22, 2002

To the Stockholders of First Bell Bancorp, Inc.:

Finamcial Statements

The management of First Bell Bancorp, Inc. (the “Com-
pany’”) is responsible for the preparation, integrity, and
fair presentation of its published financial statements
and all other information presented in this annual
report. The financial statements have been prepared in
accordance with accounting principles generally
accepted in the United States of America and, as such,
include amounts based on informed judgements and esti-
mates made by management.

Imtermal Control

Management is responsible for establishing and main-
taining effective internal control over financial report-
ing, including safeguarding of assets, for financial presen-
tations in conformity with both accounting principles
generally accepted in the United States of America and
the Office of Thrift Supervision (“OTS”") instructions for
Thrift Financial Reports (““TFR’"). The internal control
contains monitoring mechanisms, and actions are taken
to correct deficiencies identified.

There are inherent limitations in the effectiveness of
any internal control, including the possibility of human
error and the circumvention or overriding of controls.
Accordingly, even effective internal control can provide
only reasonable assurance with respect to financial state-
ment preparation. Further, because of changes in condi-
tions, the effectiveness of internal control may vary over
time.

Management assessed the institution’s internal control
over financial reporting, including safeguarding of assets,
for financial presentations in conformity with both
accounting principles generally accepted in the United
States of America and TFR instructions as of December
31, 2001. This assessment was based on criteria for effec-
tive internal control over financial reporting, including
safeguarding of assets, described in Internal Control—
Integrated Framework issued by the committee of Spon-
soring Organizations of the Treadway Commission.
Based on this assessment, management believes that the
Company maintained effective internal control over
financial reporting, including safeguarding of assets, pre-
sented in conformity with both accounting principles
generally accepted in the United States of America and
TFR instructions as of December 31, 2001.

Internal Control (Continued)

The Audit Committee of the Board of Directors is com-
prised entirely of outside directors who are independent
of the Company’s management. The Audit Committee is
responsible for recommending to the Board of Direc-
tors, the selection of independent auditors. It meets peri-
odically with management, the independent auditors,
and the internal auditor to ensure that they are carrying
out their responsibilities. The Committee is also respon-
sible for performing an oversight rule by reviewing and
monitoring the financial, accounting, auditing proce-
dures of the Company in addition to reviewing the
Company'’s financial reports. The independent auditors
and the internal auditor have full and free access to the
Audit Committee, with or without the presence of man-
agement, to discuss the adequacy of internal control
over financial reporting and any other matters which
they believe should be brought to the attention of the
Committee.

Compliance with Laws and Regulations

Management is also responsible for ensuring compli-
ance with the federal laws and regulations concerning
loans to insiders and the federal and state laws and regu-
lations concerning dividend restrictions, both of which
are designated by the Federal Deposit Insurance Corpo-
ration as safety and soundness laws and regulations.

Management assessed its compliance with the desig-
nated safety and soundness laws and regulations and has
maintained records of its determinations and assess-
ments as required by the OTS. Based on this assessment,
management believes that the Company has complied,
in all material respects, with the designated safety and
soundness laws and regulations for the year ended
December 31, 2001.

Clloit 1 Ecpal T

Albert H. Eckert, 11
Chief Executive Officer

for e

Jeffrey M. Hinds
Chief Financial Officer
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Report Of Independent Auditors

Board of Directors and Stockholders
First Bell Bancorp, Inc.:

We have audited the accompanying consolidated bal-
ance sheet of First Bell Bancorp, Inc. and subsidiary as
of December 31, 2001, and the related consolidated state-
ments of income, comprehensive income, changes in
stockholders’ equity, and cash flows for the year then
ended. These financial statements are the responsibility
of the Company’s management. Our responsibility is to
express an opinion on these financial statements based
on our audit. The consolidated balance sheet as of
December 31, 2000 and the related consolidated state-
ments of income, comprehensive income, changes in
stockholders’ equity and cash flows for each of the two
years in the period ending December 31, 2000, were
audited by other auditors whose report dated March 23,
2001 expressed an unqualified opinion on those
statements.

We conducted our audit in accordance with auditing
standards generally accepted in the United States of
America. Those standards require that we plan and per-
form the audit to obtain reasonable assurance about
whether the financial statements are free of material mis-

statement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the overall
financial statement presentation. We believe that our -
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects,
the financial position of First Bell Bancorp, Inc. and sub-
sidiary as of December 31, 2001 and the results of their
operations and their cash flows for the year then ended,
in conformity with accounting principles generally
accepted in the United States of America.

Wexford, PA
January 25, 2002
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FIRST BELL BANCORP, INC. 2001 ANNUAL

Consolidated Balance Sheet
(In thousands, except per share daia)

REPORT

December 31,

ASSETS 2001 2000
CASH AND CASH EQUIVALENTS:
CaSH 0N AN <o ettt en $ 1,103 S 988
Noninterest-bearing dePOSITS ......ccooiiiiiiiiiiiiiiiiiiic e 2,299 2,113
INTEreSt-DEATING AEPOSIIS 1..viiviiieiitieiieieeieet st ereeeet et e et en ettt ebe s ess s ete s et esenteabe st seessane et nene 28,796 37,408
Total cash and cash eqQUIVAIENTS ........ccoooiiiiiiiiit e 32,198 40,509
FEDERAL FUNDS SOLD ...ouiiiiiiiiiiie ettt ts e et s et s a e e ta b e s eb b e e e e tbbaneatanans e 4,150 6,425
INVESTMENT SECURITIES AVAILABLE-FOR-SALE—at fair value.............coooeevviviieiceiiiiiii s 281,430 213,234
MORTGAGE-BACKED SECURITIES AVAILABLE-FOR-SALE—at fair value.............coooeeeriiniiiinnnnnn.n. 55,995 21,523
LOANS—Net of allowance for 10an 10SSes Of $925 .......ccocieiiiiiiiiiiiiiie e 436,473 527,811
PREMISES AND EQUIPMENT —INEE .....uutiiiiiiiiiiiiiiiiiniiniiniinintinisiinit et iesesseessesstanssneeneentenmeneens 3,417 3,682
FEDERAL HOME LOAN BANK STOCK AL COST .uuuiiiiiiiiiiiiiieiiiiieeiiiieevreniaeeeneesiiaseesiinneranneeresniaaaens 10,400 11,400
BANK OWNED LIFE INSURANCE—cash surrender value......................oo oot 21,012 —
O T E R A S S E T S ittt ettt et ettt e et e e et s st e e e e e e st e e es e eaart s e s ba e e s bet e e aetanenasaneran 10,128 8,096
TIOTAL ASSEES ...ttt ettt e e e e e e e ettt e e et ts e e e e e et e e e entre e e s eiareeeenas $855,203 $832,680
LIABILITIES AND STOCKHOLDERS' EQUITY
DEPOSITS ... oot e et e e e s s st ee et r e et et e ettt et serenees $561,352 $536,685
BORR O W IINGS ..ottt ettt et e e et et et et r e n et r e e e e e aa e araaas 214,250 219,250
ADVANCES BY BORROWERS FOR TAXES AND INSURANCE........ccooiiiiiiivieieeie e 9,471 10,993
OTHER LIABILITIES ..o oottt ettt ottt et oot ettt e et sess e et s e et et et et eetesetssare e 3,689 4,132
TOtAl HADIIEIES . ...ooeiiii i e et e e e et a e e e e e e e r e s aer st e e e eetbaraa e aaeeaseeaes 788,762 771,060
STOCKHOLDERS’ EQUITY:
Preferred stock ($.01 par value; 2,000,000 shares authorized; no shares issued or
OUESTANAINE) .. oeve ettt e ae et e e e et e e et a e e s e e e e netreeeaaen — —
Common stock ($.01 par value; 20,000,000 shares authorized; 8,596,250 shares issued, one
StOCK FIGIE PO SNALE) ..o ettt 86 86
Additional paid-n CAPILAL.... ..ottt e 62,854 62,556
Retained earnings—substantially reStriCted .........cocoiiiiiiiiiiiii e 72,914 68,519
Unearned ESOP shares (459,999 and 495,807 ShaTES) .......coveoiviieiiiiviiiiee e (3,254) (3,507
Unearned MRP shares (180,845 and 210,727 SHATES) ......voviiiiiiiiiiiiiieiieeie e eeeeeieea (2,521) (2,937
Treasury stock, at cost (3,837,890 SHALES).....ccoeiiuriaiiei ettt et e et e e eiee e e e eiea (62,030) (62,030)
Accumulated other comprehensive 10SS, NEt Of TAXES ......ooioiiiiiiiiiiie e eiiiie e eiie e a e eieans (1,608) (1,067)
Total StoCKNOIAETS® EQUILY .......coviiiiiiiiieitt ettt be et as e rae e 66,441 61,620
Total liabilities and stocKhOIders’ EQUILY...........ccooviviiieieieeeiie e $855,203 $832,680

See notes to consolidated financial statements.
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Comsolidated Statement of Income
(In thousands, except per share data)

Years Ended December 31,

2001 . 2000 1999
INTEREST AND DIVIDEND INCOME:
LOANS ..o e e $34,250 $38,445 $39,040
INtErest-BEAriNg AEPOSILS ....ovirviirireiirie ettt st esbesaasbesbe e beeeeeeeeeeeaennea 1,346 1,218 1,027
Mortgage-baCKked SECUMITIES .......ocviiviiiriirii ettt et eae e e eree s e esbe e 1,956 977 —
Federal funds sold..........i e 307 800 1,073
Investment securities, taXable...........oiiviiiiiiiii e e 2,908 1,438 3,212
Investment SECUrities, NON-TAXADIE.........ccccoeiiiiviiiiiiiiiei et 8,267 9,021 6,981
Federal Home Loan Bank SEOCK ... ...coeor oo 703 806 757
Total interest and dividend iNCOME...........ocoeiiiiiiiiii i 49,737 52,705 52,090
INTEREST EXPENSE:
DEPOSIES oottt ettt ettt ettt ettt b bttt ettt bt et et e be e 28,513 27,630 24,175
BOTTOWIIZS. .....oeiuii it ee ettt et e et e st e ea et e e e ente aeseeesesaeenne e e, 12,635 13,047 12,886
TOLAl INEETEST EXPEIISE ..ovvivrivrearrirrireeeresieeteaeeenceeteeteeasessessesssaseeresseesaesseannasnas 41,148 40,677 37,061
NET INTEREST INCOME ...t e e et e e e e e e e e e srraa s 8,589 12,028 15,029
PROVISION FOR LOAN LOSSES ..ottt ettt e e e ea e e e e e s aa s —_ — 120
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES ................ [T 8,589 12,028 14,909
OTHER INCOME:
Service fees and CRAGES ........c.ooiiiiiiiic et 1,048 623 542
Gain on sale Of INVESTMICIILS, NCl.....iiieriiritieee et iiee e eee e eeeeeer e erarreeeeeesrraaenens 329 138 45
Gain 0N SALE OF IOA1IS .....ooovviiiic ettt 62 — —
Earnings on bank owned life inSUrance..............ooocoeeiiiiiiiiii e 1,012 — —
Gain (loss) on sale of real estate OWINEd.........oovviiiiiiiiiiiiiii e D 84 an
MiSCElANEOUS INCOMIC L.vvtiiiiiiiiii e e e et i e e e et e e e e e e srcbaeeaasrbnnnaaaaeees 4 13 22
TOtAl OTHET ITICOME ...voiiieee ettt e 2,434 858 598
OTHER EXPENSES:
Compensation, payroll taxes and fringe benefits ... 2,630 2,777 3,193
Federal iNSUrance PremuiUiims ... i ittt ettt nneineaneeeas 104 108 300
OFfiCe OCCUPANCY EXPEISE ....eeieiieiirriit ittt asee i secaeeareance e seeereeoreetaeoteaseesaeeaee e 890 766 813
COMPULET SEIVICES ...vvriviiieitiireetreitiesterarseassessreaassasbesrtasteasssesnteesseassesssbesbeeseessnensne 324 298 261
MiSCEIANCOUS EXPEIISES ..ouvveiiiiiiiiiiiiie ettt etr ettt e ieeaaia e et e e sbeesate b e e et e e ie e e 1,222 1,649 1,549
TOtal OtHET EXPEISES ....cveiviiiieiiiiie ettt ettt rr e 5,170 5,598 6,116
INCOME BEFORE PROVISION FOR INCOME TAXES (...t eee e 5,853 7,288 9,391
PROVISION FOR INCOME TAXES:
Current:
FEAETAL ...t ettt e et e e et e et e e e e e 452 1,149 1,609
] 721 =TT OO PO TR UURRUT 375 666 728
Deferred taX DENEMT .........oo ittt (1,332) (1,229 (988)
Total Provision for iNCOME TAXES..........ccvirveiiieiiiiiiiee ettt sre i (505) 586 1,349
NET INCOME ...ttt et e ettt e e e e et e e e e e e anastsneeevasbes v saeanenes $ 6,358 §$ 6,702 $ 8,042
BASIC EARNINGS PER SH A RE ..ottt e e e e et e e ea e e aaaaas $ 155 $§ 1.61 $ 168
DILUTED EARNINGS PER SHARE ..ot e e s et e e aan e e eaanas § 152 $ 157 $ 161

See notes to consolidated financial statements.
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FIRST BELL BANCORP, INC. 2001 ANNUAL REPORT

Consolidated Statement of Comprebensive Income (Loss)
(In thousands)

Years Ended December 31,

2001 2000 1999
INEE LIECOMC ... v eeevee oo e e e e e e e e e e et et r e e eae e e e s eaeeeae e e s easeeateeeneenneenneenseeseeensenes $ 6,358 $ 6,702 $ 8,042
Unrealized gains (losses) arising during the period ............ococooiiiviiiiiciniiie e (1,149) 12,911 (16,551
Less: reclassification adjustment for gains (losses) realized in net income .................... 329 — (45)
Other comprehensive income (108s), before taxes .........cccovvviiniiiniicicnicn e 5,538 19,613 (8,554)
TaX DENEAL (EXPEIISE) ....oeiiiieiieiie ittt eeee et e et c e e e e aasbaaeae e e s saeasineeesaneseaenraaaseseas 279 (5,047 6,486
Other comprehensive income (10Ss), NEL Of TAXES ......ocviiviiiiiiiiiriieireeeee oo § 5,817 $14,566 $ (2,068)

See notes to consolidated financial statements.

26




Comsolidated Statement of Changes in Stockbolders’ Equity

(In thousands)

Common Stock Accumulated
——— Additional Unearned Unearned Other
Par Paid-im ESOP MRP Treasury Comprehensive Retained
Shares Value Capital Shares Shares Stock Income, (Loss) Earmings  Total
BALANCE, DECEMBER 31, 1998... 6,100 $86 $61,768 $(3,972) $(3,839) $(38,918) $ 1,179 $57,598 $73,902
Purchase of treasury stock....... ©1D — — — . — (16,604) — — (16,604)
Allocation of MRP shares ......... — — 129 — 461 — — — 590
Allocation of ESOP shares........ — — 320 232 — — — — . 552
Unrealized loss in securities
available-for-sale, net of
LAKES ..ovviiivrreeriereieeeeeeeininirrees — — - — — — (10,110 — (10,110
Dividends ($.40 per share) ...... —_— — — — — — — (1,854) (1,854
Net inCome..........ooveeeeeeeer e, - — — — — — — 8,042 8,042
BALANCE, DECEMBER 31, 1999.. 5,189 86 62,217 (3,740) (3,378) (55,522) (8,931) 63,786 54,518
Purchase of treasury stock....... 43D — — e — (6,508) — — (6,508)
Allocation of MRP shares ......... — — 91 — 441 — — — 532
Allocation of ESOP shares ........ — — 248 233 — — — — 481
Unrealized gain in securities
available-for-sale, net of
TAXES ..evveieieiieeeeeecries e eeiae s — — —_ — — — 7,864 — 7,864
Dividends ($.48 per share) ...... — — — — — — — (1,969) (1,969)
NEt iNCOME...coviierniiiiiiiciaeeeenns —_ — — — — — — 6,702 6,702
BALANCE, DECEMBER 31, 2000.. 4,758 86 62,556 (3,507) (2,937) (62,030) (1,067) 68,519 61,620
Purchase of treasury stock....... — — — — — — — — —
Allocation of MRP shares ......... - — 19 - 416 — — — 435
Allocation of ESOP shares........ — — 279 253 — — — — 532
Unrealized loss in securities
available-for-sale, net of
LAXES . .ooeeveerereeeecietesee e e — — — — — — (541 — G411
Dividends ($.48 per share) ...... - — — — — —_ - (1,963) (1,963)
Net iNCOME...........coooeerercranen. — — — — — — — 6,358 6,358
BALANCE, DECEMBER 31, 2001.. 4,758 $86 $62,854 $(3,254) $(2,521) $(62,030) $ (1,608) $72914 $ 66,441

See notes to consolidated financial statements.
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FIRST BELL BANCORP, INC. 2001 ANNUAL REPORT

Comsolidated Statement of Cash Flows
(In thousands)

Years Ended December 31,

2001 2000 1999
OPERATING ACTIVITIES:
INEE AIICOIIIE ...ttt e eee ettt et e e s et es e e e s e st eteee e e e oo e e er et e et es e s anar e et ee s s et et es s e etaae e $ 6,358 $ 6,702 $ 8,042
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation ..........cceeuceee.e.. . 300 294 291
Deferred income taxes (1,332> (1,229 (988)
Amortization of premiums and accretion Of diSCOUNTS .......cccoooiiiiiiiiiniinc e . 388 (82) 93)
Provision fOr 10AN LOSS ...........ouiiiiiiiiiiiiiiieiit ettt ettt s ibbeeesb e et e e e e . — — 120
Compensation expense—allocations of ESOP and MRP Shares ................ocoovvvvinnisiiiiiicnn, 967 1,013 1,055
Gain 0N SAlE Of IMVESTMIEIILS, MET.ccermvvriiriiieiiaiiiiieitiraeaiurrsestieeerntteaesareeanasaasrieeeesiteesans sasbeeessieeaaanunns (329) (138) 45)
GAUN 0N SALE OF JOGIIS «....oeveiitieeeis st eee et teene e s et e et teseee s e b e e st e eraeenressteeesteeeennesea b e s erbeeereesntesns (62) - —
Earnings on bank owned life INSUTANCE ... ...ccccvvriiii i (1,012) — —
Increase or decrease in other assets and liabilities:
Accrued interest reCeivable ......oovevviiiv e 294 (436) 676)
Accrued interest on deposits....... (134) 166 103
Accrued interest on borrowings.. (110) 319 1
Accrued income taxes................. . (732) (929) 658
OTNEL, TIET..cuuittiiiiii i ettiee e ettt ettt e e e te e oot eeeaae e e ettt e 4o eataae st e e 4ok e e e e ans s s as ket taemabs e s s en et et eeenbnessenbbeeane 267 (1,096) (303)
Net cash provided by Operating aCtivities.......ccc.oovoiiiimiriiiiiii et e s 4,329 4,584 8,165
INVESTING ACTIVITIES:
Securities available-for-sale
Purchase Of INVESMENT SECULILIES .....vvviiimrereiiiiiiiriirise e e irrrreeeee e e e iiaeerrs st e e e e e e eeeess ettt a et asiinrarrreens (112,005) — (90,188)
Purchase of mortgage-backed SECUTTHES ......v..vvicieeiiiie et ee et eeeeee b n e ene s (66,375 (23,073) —
PrincCiPal PAYAOWIIS ......o.iiiiiiiiit ettt ettt ekt ee st e b et et naen e 23,821 3,637 4,700
Net proceeds from sale Of INVEStMENT SECULILIES .........ooviiviiiiiiiiiiiceii e et 29,885 — 3,317
Net proceeds from sale of mortgage-backed SECUTILIES.......ccoooviiiiiiieriniiceiee e 21,184 — -
Securities held-to-maturity
Maturity Of INVESIMENT SECULILIES ... ....ciiiiiiitiii et ee e eee ettt e s et e st eanaeennen e — — 5,000
Net proceeds from sale of investment securities .. - 5,125 -
Purchase of bank owned life insurance................. . (20,000) — —
Net decrease in federal funds SOIA............o.iiiiii e e e e 2,275 26,575 3,175
Net decrease in CONVENHONAL LOAMS ........ivviiieeeeee e eeeete ettt e e e ee e e e s e et e sttt s e s s e ee s et esrenne e 71,002 5,421 11,765
Net proceeds from sale of conventional Ioans ...t e 20,207 — —
Net (increase)decrease in Other LOAMS ...ttt ittt e e e e e e e et e e e e et vvaaaeans 191 () 68)
Redemption (purchase) of Federal Home Loan Bank stock 1,000 — (2,400) !
] Net proceeds from sale of real estate owned.. . 29 493 140 ]
) Purchase of premises and eQUIPIIENT...... ..ottt et e e e (B (53) (810) |
] Net cash provided by (used in) INvesting aCtVIti€S...........coovvvvvirriiiiciiii e (28,822) 18,123 (65,369) \
FINANCING ACTIVITIES:
NET INCTEASE 11 AEPOSITS ... .teeieiiiiiittitietenre ittt avecamee e es e ea et e s bt ettt arta st ossesseemmaase et eebt e eabebensansseeeene S 24,667 $ 24,754 $ 16,803
Decrease in Advances by borrowers for taxes and insurance . (1,522) (230) (132)
Proceeds from BOITOWINES. . ...cvoi ittt oot rmsr s cbaee ettt a e abas st s seanee e e s — 5,000 58,000
Repayments 0N DOITOWIIIES «..cccuiiiriiiiiiii et en et ene s e s s eseebe s b enr e (5,000 (23,750) —
DiIvIdends Paid.......oociiiiii i e ebs i (1,963 (1,932) (1,938)
PUrchase Of LTEASUTY STOCK .....coueiriiiriiti ettt iaicattere ettt eae sttt ebe et e sttt ar et e eb et b ebaebenresbne e — (6,508) (16,604)
Net cash provided by (used in) financing aCtVILES ..........cooiviiiirieiinieiee e 16,182 (2,666) 56,129 ‘
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS... (8,311 20,041 1,075 |
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR.......c..coiiiiiiiiiiiiiiiee e ireee et 40,509 20,468 21,543
CASH AND CASH EQUIVALENTS, END OF YEAR ......cctiiiiiiuiiniiiteirtie ettt cctiae et e e it s esmnaee e e baaasnainee e $ 32,198 $ 40,509 $ 20,468 ‘;
SUPPLEMENTAL DISCLOSURES: [
Cash paid for: ‘
Interest on deposits and advances by borrowers for taxes and iSUTANCE ........cccocveeerrceiniiieennenns $ 28,379 $ 27,464 $ 24,073 ]
IOLETEST OMN BOTTOWIILES ...ttt etietentas et eteietee bt et et bbb e be s b e sttt ebeebe e bt e bbbt neeen et ens st eseeaanes 12,745 12,728 12,886
ITMCOMIE TAXES 1ovevvvevvieeeceeeeeiisiee st seteeanessesree e emeaaaee b ees b steasessass e et oo 2 e e e e b et e etseane b asss st 4 en e e e e em e st et taabanbas 1,613 2,752 1,731

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
Years Ended December 31, 2001, 2000, and 1999

1. BASIS OF PRESENTATION

The consolidated financial statements include the
accounts of First Bell Bancorp, Inc., (“First Bell’)
and its wholly-owned subsidiary, Bell Federal Sav-
ings and Loan Association of Bellevue (the “Associa-
tion” or “Bell Federal’"), and the Association’s
wholly owned subsidiary, 1891 Associates, Inc., col-
lectively (the “Company”). All significant inter-com-
pany transactions have been eliminated in consolida-
tion. The investment in 1891 Associates, Inc. on
Bell Federal’s financial statements and the invest-
ment in Bell Federal on First Bell’s parent company
financial statements are carried at the parent
company’s equity in the underlying net assets.

The principal business of the Company is to oper-
ate a traditional customer oriented savings and loan
association. The Association’s business is primarily
conducted through six branch offices located

- throughout the suburban Pittsburgh, Pennsylvania
area and its principal office in the borough of Belle-
vue. The Company’s principal executive office is
located in Wilmington, Delaware.

The consolidated financial statements have been pre-
pared in accordance with accounting principles gen-
erally accepted in the United States of America and
with general practices within the banking industry.

- In preparing such consolidated financial statements,
management is required to make estimates and
assumptions that affect the reported amounts of
assets and liabilities at the date of the consolidated
financial statements and the reported amounts of
revenues and expenses during the period. Actual
results could differ from those estimates.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

a. Federal Home Loan Bank System—The Associ-
ation is a member of the Federal Home Loan
Bank (“FHLB”) system. As a member, the Asso-
ciation is required to maintain a minimum
investment in capital stock of the FHLB of not
less than 1% of the Association’s outstanding
conventional mortgage loans or 0.3% of its
total assets. Deficiencies, if any, in the required
investment at the end of any reporting period
are purchased in the subsequent reporting peri-
od. The Association receives dividends on its
FHLB stock.

Regulation—The Association is subject to
extensive regulation, supervision and examina-
tion by the Office of Thrift Supervision
(“OTS”), its primary regulator, and by the Fed-
eral Deposit Insurance Corporation (“FDIC"),
which insures its deposits.

Casb and Cash Equivalents—For the purpose
of presenting the consolidated statement of
cash flows, cash on hand and interest and non-
interest-bearing deposits with original maturi-
ties of less than 90 days are considered cash
equivalents.

The Association services mortgage loans for the
Federal National Mortgage Association
(‘FNMA™). The Association is required to
restrict cash balances equal to the correspond-
ing escrow funds. As of December 31, 2001
and 2000, restricted cash of approximately
$659,000 and $362,000, respectively, has been
segregated on the books of the Association.
The Association’s reserve requirements
imposed by the Federal Reserve Bank averaged
approximately $1,050,000 and $1,132 000 for
the years ended December 31, 2001 and 2000,
respectively.

Investment and Mortgage-Backed Securities—
The Company follows Statement of Financial
Accounting Standards (‘‘SFAS’") No. 115, “4c-
counting for Certain Debt and Equity Securi-
ties,” for investments and mortgage-backed
securities. Investments and mortgage-backed
securities that may be sold as part of the
Company’s asset/liability or liquidity manage-
ment or in response to or in anticipation of
changes in interest rates and prepayment risk
or other factors are classified as available-for-
sale and are carried at fair market value.
Unrealized gains and losses on such securities
are reported net of related taxes as other com-
prehensive income and as a separate compo-
nent of stockholders’ equity. Securities that the
Company has the intent and ability to hold to
maturity are classified as held-to-maturity and
are carried at amortized cost. Realized gains
and losses on sales of all securities are reported
in earnings and are computed using the spe-
cific identification cost basis.

Premiums are amortized and discounts are
accreted to maturity using the level yield meth-
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od. The Company does not maintain a trading
account.

e. Loans—Loans are stated at the principal

amount outstanding net of deferred loan fees
and the allowance for loan losses. Interest
income on loans is recognized on the accrual
method. Accrual of interest on loans is gener-
ally discontinued after 90 days when it is deter-
mined that a reasonable doubt exists as to the
collectibility of principal, interest, or both.
When a loan is placed on non-accrual status,
unpaid interest is charged against income. Inter-
est received on non-accrual loans is either
applied to principal or reported as interest
income according to management’s judgment
as to the collectibility of principal. Loans are
returned to accrual status when past due inter-
est is collected and the collection of principal
is probable.

Loan origination and commitment fees as well
as certain direct loan origination costs are
being deferred and the net amount amortized
as an adjustment to the related loan’s yield.
These amounts are being amortized over the
contractual lives of the related loans.

f.  Servicing of Loans—The total amount of loans

serviced for others was $30,950,000 and
$16,539,000, at December 31, 2001, 2000,
respectively.

g. Allowance for Loan Losses—

The allowance for loan losses represents the
amount that management estimates to be ade-
quate to provide for probable losses inherent
in its loan portfolio, as of the balance sheet
date. The allowance method is used in provid-
ing for loan losses. Accordingly, all loan losses
are charged to the allowance, and all recov-
eries are credited to it. The allowance for loan
losses is established through a provision for
loan losses charged to operations. The provi-
sion for loan losses is based on management’s
periodic evaluation of individual loans, eco-
nomic factors, past loan loss experience,
changes in the composition and volume of the
portfolio, and other relevant factors. The esti-
mates used in determining the adequacy of the
allowance for loan losses, including the
amounts and timing of future cash flows

expected on impaired loans, are particularly
susceptible to changes in the near term.

Impaired loans are loans for which it is proba-
ble the Company will not be able to collect all
amounts due according to the contractual
terms of the loan agreement. The Company
individually evaluates loans for impairment and
does not aggregate loans by major risk classifi-
cations. The definition of ‘‘impaired loans’ is
not the same as the definition of ‘“‘non-accrual
loans”, although the two categories overlap.
The Company may choose to place a loan on
non-accrual status due to payment delinquency
or uncertain collectability, while not classifying
the loan as impaired. Factors considered by
management in determining impairment
include payment status and collateral value.
The amount of impairment for these types of
impaired loans is determined by the difference
between the present value of the expected
cash flows related to the loan, using the origi-
nal interest rate, and its recorded value, or as a
practical expedient in the case of collateralized
loans, the difference between the fair value of
the collateral and the recorded amount of the
loans. When foreclosure is probable, impair-
ment is measured based on the fair value of the
collateral. -

Mortgage loans on one-to-four family properties
and all consumer loans are large groups of
smaller-balance homogeneous loans and are
measured for impairment collectively. Loans
that experience insignificant payment delays,
which are defined as 90 days or less, generally
are not classified as impaired. Management
determines the significance of payment delays
on a case-by-case basis taking into considera-
tion all circumstances surrounding the loan
and the borrower including the length of the
delay, the borrower’s prior payment record,
and the amount of shortfall in relation to the
principal and interest owed.

Mortgage Servicing Rights (“"MSR’s”)—The
Company has agreements for the express pur-
pose of selling loans in the secondary market.
The Company maintains servicing rights for
most of these loans. Originated MSRs are
recorded by allocating total costs incurred
between the loan and servicing rights based on
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their relative fair values. MSRs are amortized in
proportion to the estimated servicing income
over the estimated life of the servicing portfo-
lio. MSRs are a component of other assets on
the consolidated balance sheet.

Real Estate Owned—Real estate owned is ini-
tially recorded at the lower of carrying value or
fair value less estimated costs to sell. Subse-
quently, such real estate is carried at the lower
of fair value less estimated costs to sell or its
initial recorded value. Reductions in the carry-
ing value of real estate subsequent to acquisi-
tion are recorded through a valuation allow-
ance. Costs related to the development and
improvement of the real estate are capitalized,
whereas those costs relating to holding the real
estate are charged to expense.

Recovery of the carrying value of real estate
acquired in settlement of loans is dependent to
a great extent on economic, operating and
other conditions that may be beyond the
Company’s control.

Premises and Equipment—Premises, equip-
ment and leasehold improvements are stated at
cost less accumulated depreciation and amorti-
zation. Depreciation and amortization are com-
puted on a straight-line basis over the esti-
mated useful lives (3-50 years) or leasehold
period, if shorter, of the related assets.

Deposits—Interest on deposits is accrued and
charged to operating expense monthly and is
paid in accordance with the terms of the
respective accounts.

Income Taxes—The Company follows the pro-
visions of SFAS No. 109, “Accounting for
Income Taxes.” SFAS No. 109 requires the
asset and liability method of accounting for
income taxes, under which deferred income
taxes are recognized for the tax consequences
of “‘temporary differences” by applying
enacted statutory tax rates to differences
between the financial statement carrying
amounts and the tax bases of existing assets
and liabilities. Under SFAS No. 109, the effect
on deferred taxes of a change in tax rates is
recognized in income in the period that
includes the enactment date. Management con-
siders whether a valuation allowance is
required for existing deferred tax assets.

m. Otber Comprebensive Income—The Financial
Accounting Standards Board (“‘FASB”) issued
SFAS No. 130, “Reporting Comprebensive
Income,” which became effective for financial
statements for fiscal years beginning after
December 15, 1997. SFAS No. 130 established
standards for reporting and display of compre-
hensive income and its components (revenues,
expenses, gains and losses) in a full set of gen-
eral-purpose financial statements.

n. Earnings Per Share—Basic EPS is computed
by dividing net income available to common
stockholders by the weighted average number
of common shares outstanding for the period.
Diluted EPS is computed by dividing net
income available to common stockholders,
adjusted for dilutive securities, by the weighted
average number of common shares outstand-
ing, adjusted for dilutive securities.

o. Treasury Stock—Treasury stock is recorded at
cost.

p. Interest Rate Risk—A significant portion of the
Company’s assets consist of long-term fixed-
rate residential mortgage loans, while a signifi-
cant portion of the Company’s liabilities con-
sist of deposits with considerably shorter
terms. As a result of these differences in the
maturities of assets and liabilities, any signifi-
cant increase in interest rates will have an
adverse effect on the Company’s results of
operations.

q. Recent Accounting Pronouncements—In July
2001, FASB issued SFAS No. 141, Business Com-
binations, effective for all business combina-
tions initiated after June 30, 2001, as well as all
business combinations accounted for by the
purchase method that are completed after june
30, 2001. The new statement requires that the
purchase method of accounting be used for all
business combinations and prohibits the use of
the pooling-of-interests method. The adoption
of Statement No. 141 is not expected to have a
material effect on the Company’s financial posi-
tion or results of operations.

In July 2001, the FASB issued SFAS No. 142,
Goodwill and Other Intangible Assets, effec-
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tive for fiscal years beginning after December 15, r.  Reclassification—Certain items in the prior
2001. The statement changes the accounting for year financial statements have been reclassified
goodwill from an amortization method to an to conform to the current year presentation.
impairment-only approach. Thus, amortization of Such reclassifications did not affect net income
goodwill, including goodwill recorded in past or stockholders’ equity.
business combinations, will cease upon adoption
of this statement. However, the new statement 3. STOCKHOLDER RIGHTS PLAN

did not amend SFAS No. 72, Accounting for Cer-
tain Acquisitions of Banking or Thrift Institu-
tions, which requires recognition and amortiza-
tion of unidentified intangible assets relating to
the acquisition of financial institutions or
branches thereof. The FASB has decided to
undertake a limited scope project to reconsider
the provisions of SFAS No. 72 in 2002. There-
fore, the adoption of Statement No. 142 is not
expected to have a material effect on the
Company'’s financial position or results of oper-
ations.

In August 2001, the FASB issued SFAS No. 143,
Accounting for Asset Retirement Obligations,
which requires that the fair value of a liability
be recognized when incurred for the retire-
ment of a long-lived asset and the value of the
asset be increased by that amount. The state-
ment also requires that the liability be main-
tained at its present value in subsequent peri-
ods and outlines certain disclosures for such
obligations. The adoption of this statement,
which is effective January 1, 2003, is not
expected to have a material effect on the
Company’s financial statements.

In October 2001, the FASB issued SFAS No.
144, Accounting for the Impatrment or Dis-
posal of Long-Lived Assets. SFAS No. 144
supercedes SFAS No. 121 and applies to all
long-lived assets (including discontinued opera-
tions) and consequently amends APB Opinion
No. 30, Reporting Results of Operations—
Reporting the Effects of Disposal of a Segment
of a Business. SFAS No. 144 requires that long-
lived assets that are to be disposed of by sale
be measured at the lower of book value or fair
value less costs to sell. SFAS No. 144 is effec-
tive for financial statements issued for fiscal
years beginning after December 15, 2001 and,
generally, its provisions are to be applied pro-
spectively. The adoption of this statement is
not expected to have a material effect on the
Company’s financial statements.

The Company adopted a Stockholder Rights Plan on
November 18, 1998 in which preferred stock pur-
chase rights were distributed as a dividend at the rate
of one right for each share of common stock held as
of the close of business on November 30, 1998 and
for each share of Company Common Stock issued (in-
cluding shares distributed from Treasury) by the Com-
pany thereafter and prior to the Distribution Date.

Each Right will entitle stockholders to buy one one-
thousandth of a share of Series A Preferred Stock of
the Company at an exercise price of $50.00. The
Rights will be exercisable only if a person or group
acquires beneficial ownership of 10% or more of
the Company’s outstanding Common Stock or com-
mences a tender or exchange offer upon consumma-
tion of which a person or group would beneficially
own 10% or more of the Company’s outstanding
Common Stock.

If any person becomes the beneficial owner of 10%
or more of Company’s Common Stock or a holder
of 10% or more of the Company’s Common Stock
engages in certain self-dealing transactions or a
merger transaction in which the Company is the sur-
viving corporation and its Common Stock remains
outstanding, then each Right not owned by such
person or certain related parties will entitle its
holder to purchase, at the Right’s then-current exer-
cise price, units of the Company’s Series A Pre-
ferred Stock having a market value equal to twice
the then-current exercise price. In addition, if First
Bell is involved in a merger or other business combi-
nation transactions with another person after which
its Common Stock does not remain outstanding, or
sells 50% or more of its assets or earning power to
another person, each Right will entitle its holder to
purchase, at the Right’s then-current exercise price,
shares of common stock of the ultimate parent of
such other person having a market value equal to
twice the then-current exercise price.

First Bell will generally be entitled to redeem the
Rights at $0.01 per right at any time until the 10th
business day following public announcement that a
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person or group has acquired 10% or more of the
Company’s Common Stock.

INVESTMENT SECURITIES HELD-TO-MATURITY

There were no investment securities held-to-matu-
rity at December 31, 2001 and 2000. In 2000, the
Company sold a $5.1 million U.S. Treasury Note
which had previously been classified as ““Held to
Maturity” resulting in a gain of $138,000. The sale
of the security was done to improve the Company’s
interest rate risk position. The proceeds from the
sale were used to help fund the purchase of the
adjustable rate mortgage-backed securities.

INVESTMENT SECURITIES AVAILABILE-FOR-
SALE

These investments consist of municipal securities
and collateralized mortgage obligations (“CMO’s”),
agency securities and Trust Preferred Securities.
The following is a summary of investment securities
available-for-sale at December 31, 2001 and 2000

(in thousands):
2001

Gross Gross

Amor- Unreal- Unreal-
tized ized ized Fair
Cost Gain Loss Value

Municipal

Securities.......... $179,969 492 $(2,299) $178,162
(01,5 (0 XTI 45,989 58 (58) 45,989
Agency Securities .. 52,895 — (620) 52,275
Trust Preferred

Securities .......... 5,000 —_— —_ 5,000
Other

Investments...... 4 — —_ 4

$283,857 $550 $(2,977) $281,430
2000

Municipal

Securities .......... $199,196 608 $(2,618) $197,186
CMO’s 11,037 12 3) 11,044
FHLB Bond 5,000 —_ 5,000
Other

Investments...... 4 — — 4

$215,237  $620  $(2,623) $213,234

In 2001, proceeds from the sale of investment secu-
rities available-for-sale were $29.9 million, resulting

in gross gains of $70,000 and gross losses of

$55,000.

There were no sales of investment securities avail-
able-for-sale during the year ended December 31,

2000.

In 1999, proceeds from the sale of investment secu-
rities available-for-sale were $3.3 million resulting in
gross and net gains of $45,000.

The carrying value and fair value of investment secu-
rities available-for-sale by contractual maturity as of
December 31, 2001, are shown below (in
thousands):

Amortized Fair
Cost Value
Due after one through five
VEATS...oovvivrereiieereerresie e $ 520 § 541
Due after five years through
TEN YEATS covvrerrvrinieaeeereene 74,708 74,892
Due after ten years............... 208,629 205,997

$283,857 $281,430

The expected maturity may differ from the contrac-
tual maturity for the municipal securities because
most of these securities have a call feature that is
earlier than the contractual maturity date. For the
CMO’s, the expected maturity may differ from the
contractual maturity because borrowers may have
the right to prepay obligations with or without pre-
payment penalties.

MORTGAGE-BACKED SECURITIES AVAILABLE-
FOR-SALE

The following is a summary of mortgage-backed
securities available-for-sale held at December 31,
2001 and 2000 (in thousands)

2001

Gross Gross
Amor- Unreal- Unreal-
tized ized ized Fair
Cost Gains Loss Value

Federal National
Mortgage
Association ........... $56,004 $108 $(117>  $55,995

2000

Gross Gross
Amor- Unreal- Unreal-
tized ized ized Fair
Cost Gains Loss Value

Federal National

Mortgage
Association ........... $ 9,229 $146 $ — §$ 9375
Government
National Mortgage
Association ........... 12,042 106 — 12,148
$21,271 $252 $ — $21,523
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In 2001, proceeds from the sale of mortgage-backed
securities available-for-sale were $21.2 million,
resulting in gross and net gains of $314,000.

There were no sales of mortgage-backed securities
available-for-sale during the vears ended
December 31, 2000 and December 31, 1999.

The contractual maturity of these securities is in
excess of 10 years. The expected maturity will dif-
fer from the contractual maturity as borrowers may
have the right to prepay obligations with or with-
out call or prepayment penalties.

LOANS

The following is a summary of loans as of
December 31, 2001 and 2000 (in thousands):

2001
$420,780 $507,601

2000

Conventional mortgages.......
Residential construction

10aNS ..o, 5,716 12,087
Multi-family loans................... 241 399
Second mortgage loans......... 14,015 15,073
Otherloans ...............c....c...... 778 969

441,530 536,129
Less:
Deferred net loan

origination fees................. 1,564 2,020
Undisbursed portion of

construction loans in

PrOCESS oo 2,568 5,373
Allowance for loan losses..... 925 925

$436,473 $527,811

Conventional mortgages consist of one-to four-family
fixed and adjustable rate loans. The Company grants
loans throughout the greater Pittsburgh, Pennsylva-
nia metropolitan area. At December 31, 2001 and
December 31, 2000 the Company’s borrowers abil-
ity to repay the loans outstanding is, therefore,
dependent on the economy of that area.

Non-accrual loans totaled $1,056,000 and $565,000
at December 31, 2001 and 2000, respectively. The
Association does not accrue interest on loans past

~due 90 days or more. Uncollected interest on total

non-accrual loans amounted to $50,000, $32,000
and $6,000 for the years ended December 31, 2001,
2000 and 1999, respectively. Interest income

recorded on non-accrual loans was $57,000,
$33,000 and $8,000 for each of the years ended
December 31, 2001, 2000 and 1999, respectively.

In February 2001 the Company sold approximately
$20.2 million fixed rate mortgage loans for a gain of
approximately $62,000. There were no loan sales
for the years ended December 31, 2000 and 1999.

ATLLOWANCE FOR LOAN LOSSES

The following is an analysis of the changes in the
allowance for loan losses for the years ended
December 31 (in thousands):

2001 2000 1999

Balance, beginning of year...... §925 $925 $805

Provision for loan losses.......... — — 120

Charge-offs.......ccocoevvivvviniennaen. — — —
Recovery of previous loan

chargeoffs...................... — — —

Balance, end of year............... $925 $925 $925

PREMISES AND EQUIPMENT

The following is a summary of premises and equip-
ment as of December 31 (in thousands):

2001 2000
Land and land improvements ....... $ 529 § 529
Office buildings and leasehold
iMProvements.........c..ccc.cov.n..... 4,480 4,402
Furniture, fixtures and
EqUIPMENt ...oovvviiiiniiiieiiein 1,884 1,927
6,893 6,858
Less accumulated depreciation
and amortization........................ 3,476 3,176
$3,417 $3,682

Depreciation expense for the years ended
December 31, 2001, 2000, and 1999 was $300,000,
$294,000 and $291,000, respectively.
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10. DEPOSITS The following is a summary of certificate accounts

The following is a summary of deposits and stated by contractual maturity at December 31, 2001 (in

interest rates as of December 31 (in thousands): thousands):
Stated Rate 2001 2000 2002 $303,668
Balance by interest rate: 2003 . e 57,697
Passbook, club 2004 .......................................................... 17,982
and other 2005 . e 12,779
accounts......... 1.98%—3.68%  $ 85,318 2006 ..o 5,382
3.00%—4.45% $ 69,607 2007 and thereafter......................c.ccccvvn. 8,901
Money market $406,409
and NOW _—
accounts........ 0.00%—2.47% 69,625
0.00%—3.21% 61,609 The Association maintains insurance on deposits
Certificate through the Savings Association Insurance Fund
accounts........ Less than 3.00% 24,958 — (““SAIF”), which is under the supervision of the
3.00%—5.50% 236,570 50,631 Federal Deposit Insurance Corporation ('FDIC™).
5.51%—6.00% 34,777 73,556
6.01%—6.50% 22,819 110,565 o R
6.51%—7.50% 87,226 188371 Deposits in excess of $100,000 are not insured by

> .51%—8.50% 56 2,346 the SAIF. The aggregate amount of certificates of
deposit with 2 minimum denomination of $100,000
was $51,278,000 and $45,662,000 at December 31,
2001 and 2000, respectively.

406,409 405,469
$561,352  $536,685

11. BORROWINGS

The following is a summary of borrowings as of December 31, 2001 and 2000 (in thousands):

Decription Maturity Interest Rate 2001 2000

Commercial bank term loan...........c.cccevvviiiiiiinninninnnnn. January, 2003 (4) See below (3) $ 6,250 §$ 11,250
FHLB BOTTOWING ...evvieiiiiiiiiiiiiiee et ie e e eeeiivan e April, 2008 (1) 5.79% 40,000 40,000
FHLB BOTTOWING .1iiveiieieiiiiiiineeeeessciinicriaeeasesseinnineriaeens May, 2008 (1) 5.66% 25,000 25,000
FHLB BOTTOWING ..oeviiieiiiiiiiiieieenesesiinieriaeeesae s ssvennneraeens June, 2008 (1) 5.60% 45,000 45,000
FHLB Borrowing ............ccccvevvveenn. s January, 2009 (2) 4.99% 28,000 28,000
FHLB BOTTOWING ...eeiiiiiiiiiviieieeeeeceeiiiiireeeeees e sciinnveeeeeeas June, 2010 (3) 6.01% 25,000 25,000
FHLB BOITOWIIIE «..eeeiioiiiiiiiiieeee e cciiiiie e aee s seiiinenaree e June, 2010 (3) 6.12% 25,000 25,000
FHLB BOITOWING ...ooovviiiviiiiiieie oo June, 2010 (3) 6.14% 20,000 20,000
Balance, end Of VAT ...........ccocooviiveceieiiieeeeren e $214,250 $219,250

Under terms of a blanket agreement, collateral for the FHLB borrowings must be secured by certain qualifying
assets of the Company, which consist principally of first mortgage loans. Borrowings under the commercial
bank term loan are secured by treasury shares of the Company.

(1) The FHLB has the option to convert this interest rate to an adjustable rate based on the three month London Interbank Offerred Rate
(“LIBOR”) at the five-year anniversary date of the borrowings origination, which will occur in the second quarter of 2003.

(2) The FHLB has the option to convert this interest rate to an adjustable rate based on the three month LIBOR at the five-year anniversary
date of the borrowings origination, which will occur in the first quarter of 2004.

(3) Every six months the FHLB has the option to convert this interest rate to an adjustable rate based on the three-month LIBOR.

(4 Quarterly payments of $1,250,000 are due on this term loan through the maturity date.

(5) The commercial bank term loan has a variable rate of interest. The interest rate was 3.77% and 8.26% on December 31, 2001 and
December 31, 2000, respectively.
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12. REGULATORY CAPITAL REQUIREMENTS AND
RESTRICTIONS

The Association is subject to various regulatory capi-
tal requirements administered by the federal bank-
ing agencies. Failure to meet minimum capital
requirements can initiate certain mandatory—and
possibly additional discretionary—actions by regula-
tors that, if undertaken, could have a direct material
effect on the Association’s financial statements.
Under capital adequacy guidelines and the regula-
tory framework for prompt corrective action, the
Association must meet specific capital guidelines
that involve quantitative measures of the Associa-
tion’s assets, liabilities, and certain off-balance-sheet
items as calculated under regulatory accounting
practices. The Association’s capital amounts and
classification are also subject to qualitative judg-
ments by the regulators about components, risk
weightings, and other factors.

Quantitative measures established by regulation to
ensure capital adequacy require the Association to
maintain minimum amounts and ratios (set forth in
the table below) of Total and Tier I Capital to risk-
weighted assets and of Tangible and Tier I Capital
to total assets. As of December 31, 2001, the Associ-
ation met all capital adequacy requirements to
which it is subject.

The most recent notification from the Office of
Thrift Supervision categorized the Association as
well capitalized under the regulatory framework for
prompt corrective action. To be categorized as well
capitalized the Association must maintain minimum
Total Capital to risk-weighted assets, Tier I Capital
to risk-weighted assets and Tier I Capital to total
assets ratios as set forth in the following table.
There are no conditions or events since that notifi-
cation that management believes have changed the
institution’s category.

The Association had the following amounts of capital and capital ratios at December 31, 2001 and 2000 (in

thousands):

As of December 31, 2001
Total Capital (to risk-weighted assets)
Tier I Capital (to risk-weighted assets)
Tier I Capital (to total assets)
Tangible Capital

As of December 31, 2000:
Total Capital (to risk-weighted assets)
Tier I Capital (to risk-weighted assets)
Tier I Capital (to total assets)
Tangible Capital

Tangible Capital and Tier I Capital (to total assets)
capital ratios are computed as a percentage of total
assets. Total Capital and Tier [ Capital (to risk-
weighted assets) ratios are computed as a percent-
age of risk-weighted assets. Risk-weighted assets
were $338,320,000 and $347,556,000 at
December 31, 2001 and 2000, respectively.

At the date of the conversion from a mutual to a
stock organization, the Association established a lig-
uidation account in an amount equal to its retained
income as of June 30, 1995. The liquidation
account is maintained for the benefit of eligible

To Be Well
For Capital Capitalized Under
Adegquacy Prompt Corrective
Actual Purposes Action Provisions
Amount Ratio Amount Ratic Amount Ratio
$80,160 23.69% $27,066 8.00%$33,832 10.00%
§79,235 23.42% N/A  4.00% 20,299 6.00%
79,235 9.15% 34,641 4.00% 43,299 5.00%
79,235 9.15% 12,990 1.50% N/A N/A
$80,327 23.11% $27,804 8.00% $34,756 10.00%
$79,402 22.85% N/A  4.00% 20,853  6.00%
79,402 9.41% 33,727 4.00% 42,172 5.00%
79,402 9.41% 12,651 1.50% N/A N/A

account holders and supplemental eligible account
holders who continue to maintain their accounts at
the Association after the conversion. The liquida-
tion account is reduced annually to the extent that
eligible account holders and supplemental eligible
account holders have reduced their qualifying
deposits as of each anniversary date. Subsequent
increases in such balances will not restore an eligi-
ble account holder’s or supplemental eligible
account holder’s interest in the liquidation account.
In the event of a complete liquidation of the Associ-
ation, each eligible account holder and supplemen-
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tal eligible account holder will be entitled to
receive a distribution from the liquidation account
in an amount proportionate to the current adjusted
qualifying balances for accounts then held.

The Association may not declare or pay cash divi-
dends on or repurchase any of its shares of com-
mon stock if the effect thereof would cause equity
to be reduced below applicable regulatory capital
maintenance requirements or if such declaration
and payment would otherwise violate regulatory
requirements. At December 31, 2001, the maximum
dividend the Association may declare and pay to
First Bell is approximately $24.7 million.

EARNINGS PER SHARE

There are no convertible securities which would
affect the numerator in calculating basic and diluted
earnings per share; therefore, net income as pre-
sented on the Consolidated Statement of Income
will be used as the numerator.

The following table sets forth the composition of
the weighted-average common shares (denomina-
tor) used in the basic and diluted earnings per
share computation (in thousands).

2001 2000 1999

Weighted-average common
shares outstanding............
Average treasury stock

8,596 8,596 8,596

SHATES ..o (3,838) (3717 (3,006)
Average unearned ESOP and
MRP shares.............cccev.. (662) (726) 789

Weighted-average common

shares and common stock

equivalents used to

calculate basic earnings

per share .......oooeveoiivennns 4,096 4,153 4,801
Additional common stock

equivalents used to

calculate diluted earnings

per share
MRP shares..........cccecereenn. —_ 30 65
Stock options ..........eeern.e. 96 101 138

Weighted-average common
shares and common stock
equivalents used to
calculate diluted earnings

per share ............ccoveennnnn 4,192 4,284 5,004

INCOME TAXES

Deferred income taxes reflect the net effects of tem-
porary differences between the carrying amounts of
assets and liabilities for financial reporting purposes
and the bases used for income tax purposes. The
tax effects of significant items comprising the net
deferred tax asset (liability) at December 31 as fol-
lows (in thousands):

2001 2000

Deferred Tax Assets:
Unrealized loss on investment

securities, available for sale. $ 828 $ 684
Minimum tax credits ............... 2,728 1,678
Other. ..o 246 221

Total deferred tax assets...... 3,802 2,583

Deferred Tax Liabilities:
Deferred loan origination fees.. (621) (739
Allowance for loan losses........ 67 (258)
Depreciation on premises and
EQUEPMENT......veverireerene, (406) (359

(1,094) (1,35
$ 2,708 $1,232

Total deferred tax liabilities ........

Net deferred tax asset..........

The Company generated minimum tax credit carry-
overs in 2001 and 2000 of $1,050,000 and $994,000,
respectively. These tax credits can be carried over
indefinitely.

No valuation allowance was established at
December 31, 2001 and 2000 in view of certain tax
strategies coupled with the anticipated future
taxable income as evidenced by the Company’s
earnings potential.

The provision for income taxes consists of the
following components for the year ended
December 31 (in thousands):

2001 2000 1999
Current:
Federal.........ocovvveenn. § 452 $ 1,149 $1,609
State ..o 375 666 728
Deferred (benefit)
CXPENSE ...oovvireirvrnrannn. (1,332) (1,229) (988

Total provision for

income taxes...... § (505) % 586 $1,349

The reconciliation between the federal statutory tax
rate and the Company’s effective income tax rate
for the year ended December 31 is as follows:

2001 2000 1999

Statutory tax rate........... 34.0 % 34.0% 34.0%
State income taxes ........ 4.2 6.0 5.1
Tax exempt interest

INCOME .oveeeeerecneean., (39.3) B33.00 ((253)
Earnings on bank

owned life insurance.. (5.9) — —
Other—net .................... (1.6) 1.0 0.6

Effective tax rate..... (8.6)% 80% 144 %
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In accordance with SFAS No. 109, the Company has
provided for deferred income taxes for the differ-
ences between the bad debt deduction for tax and
financial statement purposes incurred after
December 31, 1987. Deferred taxes have not been
recognized with respect to pre-1988 tax basis bad
debt reserves. In the event that the Company were
to recapture these reserves into income, it would
recognize tax expense of approximately $1.7 mil-
lion. As a result of legislation enacted in 1996, how-
ever, this liability will not be recaptured if the Com-
pany were to change its depository institution
charter.

EMPLOYEE BENEFIT PLANS

Deferred Supplemental Compensation Plan—The
Board of Directors maintains a supplemental
deferred compensation plan for certain employees
of the Association. The plan provides that partici-
pants may receive deferred compensation in an
amount up to $90,000 per vear based upon the
return on assets of the Association for the year. The
compensation will be paid to the employee upon
retirement. Deferred compensation expense under
this plan was $26,600, $45,000 and $60,000 for the
years ended December 31, 2001, 2000 and 1999,
respectively.

401(k) Plan—The Association maintains a defined
contribution 401(k) plan to provide benefits for sub-
stantially all employees. The plan provides for, but
does not require, employees to make tax deferred pay-
roll savings contributions. The Association is required
to make a matching contribution based on the level
of employee contribution. The total expense
recorded under this plan for the years ended
December 31, 2001, 2000 and 1999, was approxi-
mately $8,200, $9,200 and $9,900, respectively.

Employee Stock Ownership Plan—The Association
has established the Bell Federal Savings and Loan
Association of Bellevue Employee Stock Ownership
Plan (““ESOP’’), which, covers substantially all
employees. The shares for the ESOP plan were pur-
chased with the proceeds of a loan from the Compa-
ny, which will be repaid through the operations of
the Association. Shares are allocated to employees,
as principal and interest payments are made to the
Company.

Compensation expense related to the ESOP for 2001,
2000 and 1999, totaled $532,000, $480,000 and

$511,000, respectively, based on the average fair
value of shares committed to be released. The loan
and related interest expense on the loan are elimi-
nated in these consolidated financial statements.

The following table presents the components of the
ESOP shares (in thousands):

2001 2000 1999
Allocated shares.............. 192 159 126
Shares released for
allocation ...........c....... 36 33 33
Unreleased shares.......... 460 496 529
Total ESOP shares........... 688 688 688

Fair value of unreleased
shares.....oooeviiivvivnennas.

$6,417 $6,786  $8,063

Stock Option Plan—The Company has a fixed
option plan whereby options have been granted to
certain officers and directors of the Company. The
plan also permits options to be granted to employ-
ees at the Company’s discretion. Under the plan,
the total number of shares of common stock that
may be granted is 859,625. Options are vested at a
rate of 20% per vear over a five-year period begin-
ning at the initial date of grant. Terminated employ-
ees forfeit any non-vested options and no option
will be exercisable after ten years from the date of
grant. The Company has adopted the disclosure-
only provision of SFAS No. 123, “Accounting for
Stock-Based Compensation,”’ and accordingly, no
compensation cost has been recognized for the
stock option plan. Had compensation cost for the
Company’s stock option plan been determined
based on the fair value at the grant date for awards
consistent with the provisions of SFAS No. 123, the
Company’s net earnings and earnings per share
would have been reduced to the pro forma
amounts indicated below as of December 31 (in
thousands, except per share amounts):

Basic Diluted
Earnings [Earnings
Net Per Per
2001 Income Share Share
As reported ............... $6,358 $1.55 $1.52
Pro forma .................... $6,272 $1.53  $1.50
2000
As reported ................. $6,702 $161  $1.57
Pro forma .................... $6,616 $1.59 $1.54
1999
As reported ................. $8,042 $1.68 $1.61
Pro forma .................... $7.867 $1.64 $1.57
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The following summarizes the activity in the stock option plan for the year ended December 31:

Options outstanding, beginning of year .............c.............
Options exercised...............oocv
Options forfeited ...........cocoviiiriiii

Options outstanding, end of year................ococcoevviinnin.
Weighted average exercise price, end of year ..................
Options exercisable, end of year ...............ccccooeiivinnnnn
Options available for grant, end of year ....................ooue..
Weighted-average fair value of options granted during the year ............cccociivienn

Remaining contractual life of outstanding options...........

Master Stock Compensation Plan—The Company
maintains a Master Stock Compensation Plan
(“MRP”). Awards under this plan have been granted
to certain officers, directors and management person-
nel of the Association. Under the MRP, a committee
of the Board of Directors of the Company grants
shares of common stock to employees and directors.

The following summarizes activity in the MRP for

the year ended December 31:
2001 2000 1999

Awards outstanding,
beginning of vear......
Awards forfeited ........... —_

29,882 64,714 99,171
(3,175) (1,400)

Awards vested.............. . (29,882) (31,657) (33,057)
Awards outstanding,
end of year................ — 29,882 64,714

Total remaining MRP
shares, end of year.... 180,845 210,727 242,384

COMMITMENTS AND CONTINGENCIES

2001 2000 1999

........................................ 380,486 380,486 380,486
....................................... 380,486 380,486 380,486
....................................... $ 10.70 $ 10.70 $ 10.70
....................................... 380,486 304,382 228,285
....................................... 465,208 465,208 465,208

s $ — $ — § —
........................................ 5 Years 6 Years 7 Years

The cost of unearned shares related to these
awards, included as a separate component of stock-
holders’ equity, aggregated $2,521,000 and
$2,937,000 at December 31, 2001 and 2000, respec-
tively. Compensation cost is recorded over the
vesting period as shares are earned based on the
average fair market value of stock during the fiscal
year. There was no MRP expense for the year-
ended December 31, 2001. The expense for the
years ended December 31, 2000 and 1999 was
$533,000 and $545,000 respectively. Terminated
employees forfeit any non-vested awards.

In the normal course of business, the Association originates loan commitments. Loan commitments generally have
fixed expiration dates or other termination clauses and may require payment of a fee. The Association evaluates
each customer’s credit worthiness on a case-by-case basis. The amount of collateral deemed necessary by the Associa-
tion is based on management’s credit evaluation and the Association’s underwriting guidelines for the particular
loan. The total commitments outstanding at December 31 are summarized as follows (in thousands):

Adjustable rate mortgages............ooooeiiiiiiciii
15 year fixed rat€ MOItZages ..........ccccevvrvirverirenrinenneeenans
30 year fixed rate MOItZages .........cooeeeeriiiiciiiiiiiiiiieeens
ConstruCtion MOTTGAZES . ...vvvenniieeiriinreaeieriiiaeeeaeeeeaieees
Home equity 10ans ... s
Available line of credit..........cooccoocciiiiiiiic

Additionally, the Company is also subject to certain
asserted and unasserted potential claims encoun-

tered in the normal course of business. In the opin-
ion of management, neither the resolution of these

2001 2000

Notional Notional Notional Notional

Amount Rate Amount Rate
........................... $ — — % 30 7.00%
........................... 3,184 6.18% — —
........................... 3,232 6.58% 87 7.54%
........................... 2,568 8.00% 5,373 7.09%
.......................... 141 6.89% 483  7.09%
.......................... 3,844 6.60% 2,849 8.92%

claims nor the funding of credit commitments will
have a material effect on the Association’s financial
position or results of operations.
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Credit related financial instruments have off-balance
sheet credit risk because only origination fees (if
any) are recognized in the balance sheet (as “‘other
liabilities’”) for these instruments until the commit-
ments are fulfilled or expire. The credit risk

17. FATR VALUES OF FINANCIAL INSTRUMENTS

amounts are equal to the notional amounts of the
contracts, assuming that all counterparties fail com-
pletely to meet their obligations and the collateral
or other security is of no value.

The fair values of the Company’s financial instruments as of December 31 are as follows (in thousands):

2001 2000
Carrying Fair Carrying Fair
Amount Value Amounmnt Value
Assets: :
Cash and noninterest-bearing deposits..........cocoovverrcieniiiiiiiiininennns $ 3,402 $ 3,402 $ 3,101 $ 3,101
Interest-bearing dePOSILS........c..cooieiiririiiierie e e 28,796 28,796 37,408 37,408
Federal Funds SO ........oooieieeee e er e 4,150 4,150 6,425 6,425
Investment and mortgage-backed securities, available-for-sale ......... 337,425 337,425 234,757 234,757
LOAIIS ettt ettt e e e ettt e e e e e e e e e earrnaereaee 436,473 442,545 527,811 533,514
Federal Home Loan Bank StOCK ..........cocvvevviiiirniiee e 10,400 10,400 11,400 11,400
Bank owned life inSUrance ...........eeevveviviiiieeieniiiiin e 21,012 21,012 - —
Accrued interest reCEIVADIE ... ......viiiiiiec e 5,089 5,089 5,383 5,383
Totals: 846,747 852,819 826,285 831,988
Liabilities:
DIEPOSITS. ..ottt 561,352 568,131 536,685 538,488
BOLTOWITIZS ......cvvivvietiitterteiteeseeieeseeseestasresseeseeneennesseassansassesnestcenenensrann 214,250 226,835 219,250 206,392
Advances by borrowers for taxes and insurance ............c...occovceeeens 9,471 9,471 10,993 10,993
Accrued interest payable ... 1,808 1,808 2,052 2,052
Totals: 786,881 806,245 768,980 757,925

a. Cash and noninterest-bearing deposits, Inter-
est-bearing deposits, Federal funds sold, Fed-
eral Home Loan Bank stock, Advances by bor-
rowers for taxes and insurance, Accrued
interest receivable, and Accrued interest pay-
able—the fair value is estimated as the carrying
amount.

b. Investment Securities Available-for-Sale and
Mortgage-backed Securities Availablefor-Sale
—Fair values for these securities are based on

these accounts is the amount payable on
demand, or the carrying amount at the report-
ing date.

Certificate Accounts—The fair value of fixed-
maturity certificates of deposit is estimated by
discounting future cash flows using the rates
currently offered for deposits of similar remain-
ing maturities.

quoted market prices or dealer quotes. If a f.  Borrowings—The fair value of borrowings is esti-
quoted market price is not available, fair value mated as the present value of the remaining pay-
is estimated using quoted market prices for sim- ments of the borrowings using the year end FHLB
ilar securities. interest rate for like borrowings.

c. Loans—For loans, fair value is estimated by dis-
counting estimated future cash flows using the &  Off-balance Sheet Commitments to Extend Credit

current rates at which similar loans would be
made to borrowers with similar credit ratings
and for the same remaining maturities.

d. Bank owned life insurance—The fair value is
equal to the cash surrender value of the under-
lying life insurance policies.

e. Deposits—

Passbook, Club, Money Market, NOW
and Other Accounts—The fair value of

—The fair value of off-balance sheet commitments
to extend credit is estimated to equal the outstand-
ing commitment amount. Management does not
believe it is meaningful to provide an estimate of
fair value that differs from the outstanding commit-
ment amount as a result of the uncertainties
involved in attempting to assess the likelihood and
timing of the commitment being drawn upon, cou-
pled with the lack of an established market and a
wide diversity of fee structures.
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18. PARENT COMPANY ONLY FINANCIAL STATEMENTS

The following are condensed financial statements for First Bell as of December 31, 2001 and 2000 and for the
years ended December 31, 2001, 2000 and 1999 (in thousands):

BALANCE SHEET

ASSETS 2001 2000
CASH AND INTEREST-BEARING DEPOSITS ..ooitiiiiiiiiiiien ettt e e e ee v e e e reaaen s $§ 250 $ 546
FEDERAL FUNDS SOLD ..ottt e ettt s e e ettt e e e bbb e e e e et e basrea e e e e raassa s 750 750
INVESTMENT IN AND ADVANCES TO BELL FEDERAL .......ccioiiiiiiiiiie e 77,597 78,334
LOAN RECEIVABLE-ESOP ...ttt sttt e et e et e e e s et ase s et e ettt eessteeesnen 4,072 4,207
O H E R AS ST S . ittt ettt e e e e e e e e et e e e e ta e eaet b s 1,379 1,006
TOEAL ASSEES ....ovoeiiieiie e ittt et ee et e ee e e et e et e e e et e et e e s ae e e eat e et e s et e e e et e e tae e e e e e era et e e enaes $§84,048 $84,843
LIABILITIES AND STOCKHOLDERS® EQUITY ‘ ‘
BORROWINGS ... oottt et e ettt ee ettt e ee e ettt e et ete e ee e $ 6,250 $11,250
LOAN PAYABLE TO BELL FEDERAL ...t e e e aaren e eaee b 9,483 10,851
OTHER LIABILITIES ..ottt ettt ettt ettt et v asetas e saimaseeessstsneevrerannn 1,874 1,122
TOTAL HHADALIEIES ..ot e e e e e s e e e 17,607 23,223
Total StOCKNOIAETS’ QUELY ...o.veiviiiiiie ittt ettt ettt ettt er e e 66,441 61,620
Total liabilities and stoCKhOIAErs’ EqUELY...........oovvieviierieiieiiiti et sa e . $84,048 $84,843
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STATEMENT OF INCOME

1 2001 2000 1999
f OPERATING INCOME..........ooveooeeeeeeeeee oot seeeeeseeees e sseseeseeseeeeeseeee s sve e sesesesreseenes 387 475 396
OPERATING EXPENSES .........oooooroooveeoeereeeeeeeeeeesesseseeseseeeseeeeesesseesesseeeeeeeesseseereeresee e 1,605 1,998 1,137
. LOSS BEFORE PROVISION FOR INCOME TAXES .........ovoovurmimerseeseseseseseseennsnnes (1,218) (1,523) (74D
E INCOME TAX BENEFIT.........ovoivooioeeeeieeeeeeeee s eeeeee e reenne (381)  (478) (226)
' LOSS BEFORE EQUITY IN UNDISTRIBUTED EARNINGS OF SUBSIDIARY................. (837) (1,045) (51%)
Equity in undistributed earnings of Bell Federal ...........ccoocoviivvcieniinniiniienienns 7,195 7,747 8,557
NET INCOME .....ccvitiiiiieiiietitese et eteeeas et ets et eee et e et et et aeeeaeetessensetsats et asenaseesessenaeeteeaaneas $ 6,358 §$ 6,702 $8,042
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STATEMENT OF CASH FLOWS

Year Ended December 31,

2001 2000 1999
OPERATING ACTIVITIES: -
INEU ICOIIE ...o.ooeeiieee oo ettt et et $6,358 $6,702 * $ 8,042
Adjustments to reconcile net income to net cash provided by operating
activities:
Equity in undistributed earnings of Bell Federal...........ccocoooovviiiiiiiiiiinn. (7,195) (7,747) (8,557
L0 74 11 T U O U SO U URUTURUTRPT 378 506 66
Net cash used in operating ACHVItIES.............cooveeeeeeirieeeeeee e eee e (459 (539 (449)
INVESTING ACTIVITIES:
Net increase in federal funds SOIA.........cc.ccooiiiiiiiiiiii e — 150) (600)
Principal paydowns on ESOP loan receivable ..........ccoocviiiiiiiiiniiininicec 135 97 105
Dividend from Bell Federal ... 8,000 4,000 8,000
Investment in and advances to Bell Federal ................cccccooovviiiiiiiiiec e 359 160 405
Net cash provided by investing aCHVIties.................ccoovovveioreerereeeeieenas 8,494 4,107 7,910
FINANCING ACTIVITIES:
Proceeds frOm DOTTOWIMZS ... ...viiiiiieie oottt ee ettt e e e sttt aeaaeaae e e e aeebeeens — 5,000 10,000
Repayments on DOTTOWINGS ...ttt (5,000) (3,750) —
DIVEAENAS PAIA .....voveieiietietieies ettt ettt s et ettt s e ses et ese s st ee e b seeeees (1,963) (1,932) (1,938)
PUrChase Of trEASUTY STOCK ......oiviieieeieitiett ettt et et ee et e bt eee e essetseasse s seeeneeeneese e —  (6,508) (16,604
Loan payable to Bell Federal..........ccoovviiiiiiiiiiii et 8,372 12,889 14,377
Principal payment on 10an payable.........c.ccocooviviiiiieinieiiee e (9,740) (8,729 (13,290)
Net cash used in financing aCtiVIties ................ccocvoverievieieiee e (8,331) (3,030) (7,455)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ... (296) 538 6
CASH, BEGINNING OF YEAR .. e st e a e raes 546 8 2
CASH, END OF YEAR ...ttt ettt ettt b et $ 250 $ 546 § 8
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19. QUARTERLY EARNINGS SUMMARY (Unaudited)

Quarterly earnings for the years ended December 31, 2001 and 2000 are as follows (in thousands, except per
share data):

2001
March 31  June 30  September 30 December 31
INTEREST AND DIVIDEND INCOME ......c.ccoovoieeereiieeecnieeeenns $12,954 $12,576  $12,257 $11,950
INTEREST EXPENSE.....ooittiioiieetiiiiiiia e eeeeiernis e aeeeeeestianneaeesnennenas 10,713 10,529 10,268 9,638
NET INTEREST INCOME ......ccoiviiviiiiiieeiiiiee e eccnea e 2,241 2,047 1,989 2,312
PROVISION FOR LOAN LOSSES ... ..ottt siirineneeae e — — —_— —
NET INTEREST INCOME AFTER PROVISION FOR LOAN

LOSSES ...ttt ettt et e et e e e e e e e ettt e aaae e nns 2,241 2,047 1,989 2,312
OTHER INCOME .......ovviiiiiiiie ettt e e ssare e eeeaansrene e e 851 484 551 548
OTHER EXPENSES ...ooieeiiitiiiiiiieeeeeeteeeesiratesseie e e seeaeessansaeaeseenees 1,237 1,306 1,279 1,348
INCOME BEFORE PROVISION FOR INCOME TAXES................ 1,855 1,225 1,261 1,512
PROVISION (BENEFIT) FOR INCOME TAXES .....cooccvviineiiinnen. 180 (123) (203) (359)
NET INCOME .. .ottiiiiiiiri ittt eerieree et e e svaraesasssnne e s emerea e senaeassssees 1,675 1,348 1,464 1,871
OTHER COMPREHENSIVE INCOME, NET OF TAX—

Unrealized gain (10SS) 0N iNVESTMENTS.....oooviirireiiianireenrnenn 1,506 (878) 1,322 (2,491)
COMPREHENSIVE INCOME. ..ot evi e e $ 3,181 § 470 $ 2,786 s (620)
BASIC EARNINGS PER SHARE (1) ceoiieiiiiiiiiii e § 0.41 $ 0.33 $ 0.36 $ 0.46
DILUTED EARNINGS PER SHARE......ooiiiiiiiiicie e $ 0.40 $ 0.32 $ 0.35 $ 0.45

2000

March 31  June 30  September 3¢ December 31
INTEREST AND DIVIDEND INCOME ........ccoooeeevviecireeieveieeeeenn.. $12,995 $13,220 $13,218 $13,272

INTEREST EXPENSE ..ot r e e e e 9,672 9,981 10,366 10,658
NET INTEREST INCOME .....ooovniviiiinieeiiieee e eeeeeertie e e e 3,323 3,239 2,852 2,614
PROVISION FOR LOAN LOSSES ..o —_ — — —
NET INTEREST INCOME AFTER PRCVISION FOR LOAN

L SES .ot e e e ea e e rran 3,323 3,239 2,852 2,614
OTHER INCOME ..ottt e et eeaaens 246 291 164 157
OTHER EXPENSES ..ot e et e aeeaseens 1,338 1,347 1,446 1,467
INCOME BEFORE PROVISION FOR INCOME TAXES................. 2,231 2,183 1,570 1,304 )
PROVISION (BENEFIT) FOR INCOME TAXES .....oocvviviiireirinennnns 262 266 79 2D
NET INCOME ...t 1,969 1,917 1,491 1,325
OTHER COMPREHENSIVE INCOME, NET OF TAX—

Unrealized gain (10SS) 0on inveStmMenNts. .............ccocveveerveneenenne 1,239 1,580 1,383 3,663
COMPREHENSIVE INCOME. .......iiiiiiiiiic e v e eeen $ 3208 $ 3,497 $ 2874 $ 4,988
BASIC EARNINGS PER SHARE (1) coviiiiiiiiiie e ceveee $§ 046 $ 0.46 $ 037 $ 033
DILUTED EARNINGS PER SHAR]E (D $ 044 $ 045 $ 035 $ 032

(1) Quarterly per share amounts do not add to the total for the years ended December 31, 2001 and 2000, due to roundihg.
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Shareholder Information

Market Summary of Stock

First Bell Bancorp, Inc.’s common stock trades on The
NASDAQ National Market. The following summary sets
forth the range of prices for common stock over the peri-
ods noted. The common stock of the Company began
trading on June 29, 1995. As of March 1, 2002, there
were approximately 3,500 stockholders of record and
4,758,360 common shares outstanding.

2001
High Low Dividends
1st Quarter ................ $15.313 $13.625  $0.12
2nd Quarter................. $14.600 $13.880  $0.12
3rd Quarter.................. $15.500 $13.900  $0.12
4th Quarter................. $14.700 $13.500  $0.12
2000
High Low Dividends
1st Quarter .................. $16.50 $10.25 $0.12
2nd Quarter................. $16.625  $13.875 $0.12
3rd Quarter................. $16.375 $14.125 $0.12
4th Quarter.................. $15.1875 $11.9375  $0.12
Dividend Policy

The management and Board of Directors of the Com-
pany continually review the Company’s dividend policy.
The Company intends to continue its policy of paying
quarterly dividends; however, the payment will depend
upon a number of factors, including capital require-
ments, regulatory limitations, the Company’s financial
condition, results of operations and the Association’s abil-
ity to pay dividends to the Company. At present, the
Company has no significant source of income other than
dividends from the Association and to a lesser extent
interest on short-term investments. Consequently, the
Company depends upon dividends from the Association
to accumulate earnings for payment of cash dividends to
its shareholders. See Note 12 to the Consolidated Finan-
cial Statements for a discussion of restrictions on the
Association’s ability to pay dividends.

Nasdaq Listing

Quotes on the common stock can be found on The
Nasdaq stock market under the symbol “FBBC”.

Dividend Reinvestinent

First Bell Bancorp, Inc.’s registered shareholders may
reinvest their dividends in additional shares of the
Company’s common stock and, if desired, purchase addi-

tional shares through a voluntary cash investment of $50
to $3,000 per quarter. Participants in the plan pay no
broker fees. Purchases for the plan are generally made
on the third Friday of January, April, July and October.
For more information on this service, call the Dividend
Reinvestment Department of Registrar and Transfer Com-
pany at 1-800-368-5948.

Annual Meeting

The 2002 Annual Meeting of the Stockholders of First
Bell Bancorp, Inc. will be held at 3:00 P.M. on Monday,
April 29, 2002 at 629 Lincoln Avenue, Bellevue, Pennsyl-
vania 15202.

Annual Report on Form 10-K and Exhibits

A copy of the Annual Report on Form 10-K
(excluding exhibits) of the Company for the year-ended
December 31, 2001, as filed with the Securities and
Exchange Commission, will be furnished free of charge,
upon written request to stockholders who have not
previously received a copy from the Company.

Written requests may be directed to:

Shareholder Relations

First Bell Bancorp, Inc.

c/o Bell Federal Savings and Loan Association of
Bellevue

532 Lincoln Avenue

Pittsburgh, Pennsylvania 15202

The Company will furnish any exhibit to its Annual
Report on Form 10-K upon payment of a reasonable fee.

Transfer Agent and Registrar
Registrar and Transfer Company
10 Commerce Drive
Cranford, NJ 07016

Executive Offices
First Bell Bancorp, Inc.
300 Delaware Avenue, Suite 1704
Wilmington, DE 19801

Special Counsel
Muldoon Murphy and Faucette LLP
5101 Wisconsin Avenue N.W.
Washington, DC 20016

Independent Auditors
S. R. Snodgrass, A.C.
1000 Stonewood Drive, Suite 200
Wexford, PA 15090
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Belil Federai Savings and Loan Association of Bellevue

Office Locations

Bellevue Office

532 Lincoln Avenue
Bellevue, Pennsylvania 15202
(412) 734-2700

Wexford Office*
10533 Perry Highway,
Wexford, Pennsylvania 15090

McKnight Road Office*
7709 McKnight Road
Pittsburgh, Pennsylvania 15237

Sewickley Office
414 Beaver Street
Sewickley, Pennsylvania 15143

Wood Street Office*

Sixth & Wood Street

Suite 100

Pittsburgh, Pennsylvania 15222

Mt. Lebanon Office®
300 Cochran Road
Pittsburgh, Pennsylvania 15228

Craig Street Office”
201 North Craig Sireet
Pittsburgh, Pennsylvania 15213

*Bell Federal Savings maintains an Automated Teller Machine (ATM) at these locations.

World Wide Web Address

www .bellfederalsavings.com
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